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Introduction

The Internal Revenue Bulletin is the authoritative instrument
of the Commissioner of Internal Revenue for announcing offi-
cial rulings and procedures of the Internal Revenue Service
and for publishing Treasury Decisions, Executive Orders, Tax
Conventions, legislation, court decisions, and other items of
general interest. It is published weekly and may be obtained
from the Superintendent of Documents on a subscription
basis. Bulletin contents are consolidated semiannually into
Cumulative Bulletins, which are sold on a single-copy basis.

It is the policy of the Service to publish in the Bulletin all sub-
stantive rulings necessary to promote a uniform application
of the tax laws, including all rulings that supersede, revoke,
modify, or amend any of those previously published in the
Bulletin. All published rulings apply retroactively unless other-
wise indicated. Procedures relating solely to matters of in-
ternal management are not published; however, statements
of internal practices and procedures that affect the rights
and duties of taxpayers are published.

Revenue rulings represent the conclusions of the Service on
the application of the law to the pivotal facts stated in the
revenue ruling. In those based on positions taken in rulings
to taxpayers or technical advice to Service field offices,
identifying details and information of a confidential nature
are deleted to prevent unwarranted invasions of privacy and
to comply with statutory requirements.

Rulings and procedures reported in the Bulletin do not have
the force and effect of Treasury Department Regulations,
but they may be used as precedents. Unpublished rulings
will not be relied on, used, or cited as precedents by Service
personnel in the disposition of other cases. In applying pub-
lished rulings and procedures, the effect of subsequent leg-
islation, regulations, court decisions, rulings, and proce-

and by applying the tax law with integrity and fairness to
all.

dures must be considered, and Service personnel and oth-
ers concerned are cautioned against reaching the same con-
clusions in other cases unless the facts and circumstances
are substantially the same.

The Bulletin is divided into four parts as follows:

Part .—1986 Code.
This part includes rulings and decisions based on provisions
of the Internal Revenue Code of 1986.

Part Il.—Treaties and Tax Legislation.

This part is divided into two subparts as follows: Subpart A,
Tax Conventions, and Subpart B, Legislation and Related
Committee Reports.

Part lll.—Administrative, Procedural, and Miscellaneous.
To the extent practicable, pertinent cross references to
these subjects are contained in the other Parts and Sub-
parts. Also included in this part are Bank Secrecy Act Admin-
istrative Rulings. Bank Secrecy Act Administrative Rulings
are issued by the Department of the Treasury’s Office of the
Assistant Secretary (Enforcement).

Part IV.—Items of General Interest.
This part includes notices of proposed rulemakings, disbar-
ment and suspension lists, and announcements.

The first Bulletin for each month includes a cumulative index
for the matters published during the preceding months.
These monthly indexes are cumulated on a semiannual basis,
and are published in the first Bulletin of the succeeding semi-
annual period, respectively.

The contents of this publication are not copyrighted and may be reprinted freely. A citation of the Internal Revenue Bulletin as the source would be appropriate.

For sale by the Superintendent of Documents, U.S. Government Printing Office, Washington, DC 20402.
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Part I. Rulings and Decisions Under the Internal Revenue Code of 1986

Section 401.—Pension, Profit- per year of service with Employer A. Thetaken into account in determining whether
Sharing, Stock Bonus Plans, etc. Yyears of service included in the computathe plan satisfies § 401(a)(4).
tion of the HCEs' accrued benefit under Held, under the facts of this case there
26 CFR 1.401(a)(4)-1: Nondiscrimination Plan X-H were included in the computais a duplication of service and benefits
requirements of section 401(a)(4). tion of their benefits under Plan X-N aghat discriminates in favor of HCEs in vi-
Nondiscrimination; duplicate benefits. well. Benefits employees accrued undeplation of § 401(a)(4).

This ruling provides that the duplication oflan f>'(t-N wgzre II;IOt o)f:sgt by their accruedDRAFTING INEORMATION

benefits for highly compensated employed2€néfits under Plan X-H.

may result in the failure of plans to satisfy Plan X, Plan X-H and Plan X-N are the  The principal author of this revenue
the nondiscrimination requirements of sec@nly plans that have been maintained byling is Kenneth Conn of the Employee

tion 401(a)(4) of the Code. Employer A, and none of these plans havglans Division. For further information
been top-heavy within the meaning of §egarding this revenue ruling, call the
Rev. Rul. 99-51 416 for any plan year. Employee Plans Division’s taxpayer as-

o Section 401(a)(4) provides that contrisistance telephone service at (202) 622-
Employer A maintained one plan, Plamytions or benefits under a plan qualifie®074/6075 (not toll-free numbers) be-

X, a calendar year defined benefit planynger § 401(a) must not discriminate inween 1:30 and 3:30 p.m. Eastern Time,
benefiting all of As highly compensatedtayor of HCEs. Monday through Thursday, or Mr. Conn
employees within the meaning of gection 1.401(a)(4)-1(c)(2) of the In-at (202) 622-6214 (also not a toll-free
§ 414(q) of the Internal Revenue Code ofome Tax Regulations provides that theumber).
1986 (HCEs) and all of A's employeesqqjations under § 401(a)(4) must be in-

who are not highly compensated employgypreted in a reasonable manner consis-

ees (NHCEs). Under Plan X, each eMg ith the purpose of preventing disSection 483.—Interest on
ployegs accrued 'beneflt equals an annugl i ovon in favor of HCEs. Certain Deferred Payments
benefit commencing at normal retirement Section 1.401(a)(4)-5(a)(1)&(2) pro-

age of one percent of average annugjqg that, for determining whether the?6 CFR 1.483-1: Computation of interest on

compensation per year of service. A . . ertain deferred payments.
. P ) p y 'At‘lmlng of a plan amendment or series of pay
year of service” includes all years of ser-

vice with Employer A. There are no re_amendments has the effect of discriminat- As defined by section 1274A, the defi-

lated or predecessor employers nor is sepd significantly in favor of HCEs, a plannitions for both “qualified debt instru-
vice under any other plan taken imotamer\dm.ent includes the establishment @ents” and “cash method debt instru-
account under Plan X. ermination of the plan, and any change iments” have dollar ceilings on the stated

In November 1997, Plan X wasthe benefits, rights, features or benef_|t fprprincipa| amount. The limits to the stated
amended effective as of December 3’ﬂwlas under the plan. Whethe.r the timingrincipal amount are adjusted for inflation
1997 (the spin-off date) to become twé)f a plan amendment or series qf plafor sales or exchanges occurring in the
plans: Plan X-H covering Employer A,ngeqdmgnts ha_s the effect of dlsc_rlmlnatzooo calendar year. See Rev. Rul. 99-50,
HCEs and Plan X-N covering Employern9 significantly in favor of HCEs is de- page 656.

A's NHCEs. The assets and benefit liabill€'Mined at the time the plan amendment
ities under Plan X as of the spin-off datéirSt becomes effective based on all rele-

were allocated between Plan X-H andant facts and circumstances. These irsection 995.—Taxation of DISC
Plan X-N in accordance with § 414(|)_clude the relative numbers of currentncome to Shareholders

Pursuant to the terms of the amendmerflCES and NHCEs affected by the plan 1999 b iod T-bill h
NHCEs were excluded from participatior@mendment, the relative accrued benefits ase period T-bill rate. The

in Plan X-H and HCEs were excludedf current HCEs and NHCEs before an@ase period T—blll rate, under section 9_95
from participation in Plan X-N. In addi- after the plan amendment and any add? ':jhe nget’ 'S ébl.SOSBerlcgegn; for the period
tion, the amendment provided that thertional benefits provided to current HCEs*"¢ING SEPIEMbET L, '
would be no benefit accruals under Plagnd NHCEs under other plans. Rev. Rul. 99-52
X-H with respect to periods after the spin- Section 1.401(a)(4)-11(d)(2) provides ~"" "
off date (i.e., Plan X-H was “frozen” as ofthat, on the basis of all relevant facts and Section 995(f)(l) of the Internal Revenue
the spin-off date). Benefit accruals concircumstances, the manner in which emEode provides that a shareholder of a DISC
tinued under Plan X’s original formula forployees’ service is credited for all pur-shall pay interest each taxable year in an
participants in Plan X-N. poses under the plan must not discrimiamount equal to the product of the share-
Employer A later amended Plan X-N tonate in favor of HCEs. holder’s DISC-related deferred tax liability
include the HCEs and to provide the Section 1.401(a)(4)-11(d)(3) providedor the year and the “base period T-bill
HCEs with an annual benefit commencthat, except as otherwise provided, serate.” Under section 995(f)(4), the base pe-
ing at normal retirement age equal to oneice for periods in which an employee didiod T-bill rate is the annual rate of interest
percent of average annual compensatiarot participate in the plan may not baletermined by the Secretary to be equiva-
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lent to the average investment yield of
United States Treasury bills with maturities
of 52 weeks which were auctioned during
the one-year period ending on September
30 of the calendar year ending with (or o
the most recent calendar year ending be-
fore) the close of the taxable year of the
shareholder. The base period T-bill rate for
the period ending September 30, 1999, is
4.80 percent.

Pursuant to section 6622 of the Code,
interest must be compounded daily. The
table below provides factors for com-
pounding the base period T-bill rate daily
for any number of days in the share-
holder’s taxable year (including a 52-53
week accounting period) for the 1999
base period T-bill rate. To compute the
amount of the interest charge for the
shareholder’s taxable year, multiply the
amount of the shareholder’s DISC-related
deferred tax liability (as defined in section
995(f)(2)) for that year by the base period
T-bill rate factor corresponding to the
number of days in the shareholder’s tax-
able year for which the interest charge is
being computed. Generally, one would
use the factor for 365 days. One would
use a different factor only if the share-
holder’s taxable year for which the inter-
est charge being determined is a short tax-
able year, if the shareholder uses the
52-53 week taxable year, or if the share-
holder’s taxable year is a leap year.

For the base period T-bill rates for the
periods ending in prior yearsee:Rev.
Rul. 86-132, 1986-2 C.B. 137; Rev. Rul.
87-129, 1987-2 C.B. 196; Rev. Rul.
88-94, 1988-2 C.B. 301; Rev. Rul.
89-116, 1989-2 C.B. 197; Rev. Rul.
90-96, 1990-2 C.B. 188; Rev. Rul.
91-59, 1991-2 C.B. 347; Rev. Rul.
92-98, 1992-2 C.B. 201; Rev. Rul.
93-77, 1993-2 C.B. 253; Rev. Rul.
94-68, 1994-2 C.B. 177; Rev. Rul.
95-77, 1995-2 C.B. 122; Rev. Rul.
96-55, 1996-2 C.B. 57; Rev. Rul. 97-49,
1997-2 C.B. 89; and Rev. Rul. 98-54,
1998-56 I.R.B. 5.

DRAFTING INFORMATION

The principal author of this revenue
ruling is David Bergkuist of the Office of
the Associate Chief Counsel (Interna-
tional). For further information about this
revenue ruling, contact Mr. Bergkuist on
(202) 622-3850 (not a toll-free call).
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14
15

16
17
18
19
20

21
22
23
24
25

26
27
28
29
30

31
32
33
34
35

36
37
38
39
40

1999 ANNUAL RATE
COMPOUNDED DAILY

4.80 PERCENT

FACTOR

.000131507
.000263031
.000394572
.000526131
.000657707

.000789301
.000920911
.001052539
.001184184
.001315847

.001447527
.001579224
.001710939
.001842670
.001974420

.002106186
.002237970
.002369771
.002501590
.002633425

.002765279
.002897149
.003029037
.003160942
.003292865

.003424805
.003556762
.003688736
.003820728
.003952738

.004084764
.004216808
.004348870
.004480948
.004613045

.004745158
.004877289
.005009437
.005141603
.005273786

.005405986
.005538204
.005670439
.005802692

DAYS

46
a7
48
49
50

51
52
53
54
55

56
57
58
59
60

61
62
63
64
65

66
67
68
69
70

71
72
73
74
75

76
77
78
79
80

81
82
83
84
85

86
87
88
89
90

91

4.80 PERCENT

FACTOR

.005934962

.006067249
.006199554
.006331876
.006464215
.006596572

.006728947
.006861338
.006993748
.007126174
.007258618

.007391080
.007523558
.007656055
.007788568
.007921099

.008053648
.008186214
.008318797
.008451398
.008584016

.008716652
.008849305
.008981976
.009114664
.009247369

.009380092
.009512833
.009645591
.009778366
.009911159

.010043969
.010176797
.010309642
.010442504
.010575384

.010708282
.010841197
.010974130
.011107080
.011240047

.011373032
.011506035
.011639055
.011772092
.011905147

.012038220
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DAYS

92
93
94
95

96
97
98
99
100

101
102
103
104
105

106
107
108
109
110

111
112
113
114
115

116
117
118
119
120

121
122
123
124
125

126
127
128
129
130

131
132
133
134
135

136
137
138
139

December 13, 1999

4.80 PERCENT

FACTOR

.012171309
.012304417
012437542
.012570684

.012703844
.012837022
.012970217
.013103429
013236659

.013369907
.013503172
.013636455
.013769755
.013903072

.014036408
.014169760
.014303131
.014436518
014569924

.014703347
.014836787
.014970245
.015103721
015237214

.015370724
.015504253
.015637798
.015771362
.015904943

.016038541
.016172157
.016305791
016439442
.016573111

.016706797
.016840501
.016974222
.017107961
.017241718

.017375492
.017509284
.017643094
017776921
.017910765

.018044628
.018178507
.018312405
.018446320

DAYS
140

141
142
143
144
145

146
147
148
149
150

151
152
153
154
155

156
157
158
159
160

161
162
163
164
165

166
167
168
169
170

171
172
173
174
175

176
177
178
179
180

181
182
183
184
185

186

4.80 PERCENT

FACTOR

.018580253

.018714203
.018848171
.018982156
.019116159
.019250180

019384219
.019518275
.019652348
.019786439
.019920548

.020054675
.020188819
.020322981
.020457160
.020591357

.020725572
.020859805
.020994055
.021128322
.021262608

.021396911
.021531231
.021665570
.021799926
.021934299

.022068691
.022203100
022337527
022471971
.022606433

.022740913
.022875410
.023009925
023144458
.023279009

.023413577
.023548163
.023682766
.023817388
.023952027

.024086683
.024221358
.024356050
.024490760
024625487

.024760233

DAYS

187
188
189
190

191
192
193
194
195

196
197
198
199
200

201
202
203
204
205

206
207
208
209
210

211
212
213
214
215

216
217
218
219
220

221
222
223
224
225

226
227
228
229
230

231
232
233

4.80 PERCENT

FACTOR

.024894996
.025029776
.025164575
025299391

.025434225
.025569076
.025703946
.025838833
.025973738

.026108660
026243601
.026378559
.026513534
.026648528

.026783539
.026918568
.027053615
.027188680
027323762

.027458862
.027593980
.027729116
.027864269
.027999440

.028134629
.028269836
.028405061
.028540303
.028675563

.028810841
.028946137
.029081450
.029216781
.029352130

.029487497
029622882
.029758284
.029893705
.030029143

.030164599
.030300072
.030435564
.030571073
.030706600

.030842145

.030977708
.031113289

1999-50 I.R.B.



DAYS

234
235

236
237
238
239
240

241
242
243
244
245

246
247
248
249
250

251
252
253
254
255

256
257
258
259
260

261
262
263
264
265

266
267
268
269
270

271
272
273
274
275

276
277
278
279
280
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4.80 PERCENT

FACTOR

.031248887
.031384503

.031520138
.031655790
.031791459
.031927147
.032062852

.032198576
.032334317
.032470076
.032605853
.032741648

.032877460
.033013291
.033149139
.033285005
.033420889

.033556791
.033692711
.033828649
.033964604
.034100578

.034236569
.034372578
.034508605
.034644650
.034780713

.034916794
.035052892
.035189009
.035325143
.035461296

.035597466
.035733654
.035869860
.036006084
.036142326

.036278586
.036414864
.036551159
.036687473
.036823804

.036960154
.037096521
.037232906
.037369310
.037505731

DAYS

281
282
283
284
285

286
287
288
289
290

201
292
293
294
295

296
297
298
299
300

301
302
303
304
305

306
307
308
309
310

311
312
313
314
315

316
317
318
319
320

321
322
323
324
325

326
327
328

655

4.80 PERCENT

FACTOR

.037642170
037778627
.037915102
.038051595
.038188106

.038324635
.038461182
.038597746
.038734329
.038870930

.039007548
.039144185
.039280840
.039417512
.039554203

.039690911
.039827638
.039964382
.040101144
.040237925

.040374723
.040511540
.040648374
.040785226
.040922097

.041058985
.041195892
.041332816
.041469758
.041606719

.041743697
.041880694
.042017708
042154741
042291791

.042428860
.042565946
.042703051
.042840173
.042977314

.043114473
043251649
.043388844
.043526057
.043663288

.043800536
.043937803
.044075088

DAYS

329
330

331
332
333
334
335

336
337
338
339
340

341
342
343
344
345

346
347
348
349
350

351
352
353
354
355

356
357
358
359
360

361
362
363
364
365

366
367
368
369
370

371

4.80 PERCENT

FACTOR

044212391
.044349712

.044487052
.044624409
.044761784
.044899177
.045036589

.045174018
.045311466
.045448931
.045586415
.045723917

.045861437
.045998975
.046136531
.046274105
.046411697

.046549307
.046686936
.046824582
046962247
.047099930

.047237630
.047375349
.047513086
.047650841
.047788615

.047926406
.048064216
.048202043
.048339889
.048477753

.048615635
.048753535
.048891453
.049029390
.049167344

.049305317
.049443308
.049581317
.049719344
.049857389

.049995453

December 13, 1999



apply, and interest on the instrument is ac-
counted for by both the borrower and the

Section 1274.—Determination Internal Revenue Code.
of Issue Price in the Case of

Certain Debt Instruments Issued BACKGROUND lender under the cash method of account-

for Property In general, §§ 483 and 1274 determin#'9- A cash method debt instrument is a
the principal amount of a debt instrumengitalified debt instrument that meets the

26 CFR 1.1274A-1: Special rules for certain given in consideration for the sale or exfollowing additional requirements: (A) In

Lrg{l:iggggsssvzvg%rg g(t)%t.ed principal amount does change of nonpublicly traded property. idhe case of instruments arising out of sales
addition, any interest on a debt instrumerftf €xchanges before January 1, 1990, the

As defined by section 1274A, the defi-subject to § 1274 is taken into accourgtated principal amount does not exceed
nitions for both “qualified debt instru- under the original issue discount provi$2:000,000; (B) the lender does not use an
ments” and “cash method debt instrusions of the Code. Section 1274A, howaccrual method of accounting and is not a
ments” have dollar ceilings on the statedver, modifies the rules under §§ 483 andealer with respect to the property sold or
principal amount. The limits to the stated 274 for certain types of debt instruexchanged; (C) § 1274 would have ap-
principal amount are adjusted for inflationments. plied to the debt instrument but for an
for sales or exchanges occurring in the |n the case of a “qualified debt instru-€lection under § 1274A(c); and (D) an
2000 calendar year. See Rev. Rul. 99-5hent,” the discount rate used for purposedection under § 1274A(c) is jointly made
on this page. of §§ 483 and 1274 may not exceed 9 pewith respect to the debt instrument by the
cent, compounded semiannually. Sectioorrower and lender. Section 1.1274A—
1274A(b) defines a qualified debt instru1(c)(1) of the Income Tax Regulations
Section 1274A.—Special Rules ment as any debt instrument given in corProvides rules concerning the time for,
for Certain Transactions Where  sideration for the sale or exchange o&nd manner of, making this election.
Stated Principal Amount Does property (other than new § 38 property Section 1274A(d)(2) provides that, for
Not Exceed $2,800,000 within the meaning of § 48(b), as in effeceny debt instrument arising out of a sale

on the day before the date of enactment 6f exchange during any calendar year

(Also, sections 1274, 483; 1.1274A-1,1.483-1) the Revenue Reconciliation Act of 1990pfter 1989, the dollar amounts stated in
if the stated principal amount of the in-8 1274A(b) and 8 1274A(c)(2)(A) are in-
b for 2000 Thi i i strument does not exceed the amougreased by the inflation adjustment for the

tnhuem doellr:r gr;ounté inlcfrer;s:gg S;%'ezsooﬁoecified in 8 1274A(b). For debt instrucalendar year. Any increase due to the in-
: ments arising out of sales or exchangdtation adjustment is rounded to the near-

inflation adjustment, for section 1274A of X ) . . : .
the Code. Rev. Rul. 98-58 supplementeb fore January 1, 1990, this amount iest multiple of $100 (or, if the increase is

Section 1274A inflation-adjusted

and superseded ,800,000. a multiple of $50 and not of $100, the in-
P ' In the case of a “cash method debt increase is increased to the nearest multiple
Rev. Rul. 99-50 strument,” as defined in § 1274A(c), theof $100). The inflation adjustment for

borrower and lender may elect to use theny calendar year is the percentage (if
This revenue ruling provides the dol-cash receipts and disbursements methaay) by which the CPI for the preceding
lar amounts, increased by the 2000 inef accounting. In particular, for any caskcalendar year exceeds the CPI for calen-
flation adjustment, for § 1274A of themethod debt instrument, § 1274 does nalar year 1988. Section 1274A(d)(2)(B)
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Rev. Rul. 99-50 Table 1
Inflation-Adjusted Amounts Under § 1274A
Calendar Year 1274A(b) Amount 1274A(c)(2)(A) Amount
of Sale (qualified debt (cash method debt
or Exchange instrument) instrument)
1990 $2,933,200 $2,095,100
1991 $3,079,600 $2,199,700
1992 $3,234,900 $2,310,600
1993 $3,332,400 $2,380,300
1994 $3,433,500 $2,452,500
1995 $3,523,600 $2,516,900
1996 $3,622,500 $2,587,500
1997 $3,723,800 $2,659,900
1998 $3,823,100 $2,730,800
1999 $3,885,500 $2,775,400
2000 $3,960,100 $2,828,700
Note: These inflation adjustments were computed using the All-Urban, Consumer Price Index, 1982-1984 base, published by
the Bureau of Labor Statistics.



defines the CPI for any calendar year abe federal short-term rate plus 3 percent- Notice 88-59, 1988-1 C.B. 546, an-
the average of the Consumer Price Indeage points (2 percentage points in the caseunced that, in determining the quarterly
as of the close of the 12-month perio@f a corporation), except the rate for thénterest rates to be used for overpayments
ending on September 30 of that calendgoortion of a corporate overpayment of taxand underpayments of tax under § 6621,
year. exceeding $10,000 for a taxable period ithe Internal Revenue Service will use the
the sum of the federal short-term rate pluederal short-term rate based on daily
INFLATION-ADJUSTED AMOUNTS 0.5 of a percentage point for interest concompounding because that rate is most
For debt instruments arising out ofPutations made after December 31, 1994onsistent with § 6621 which, pursuant to
sales or exchanges after December 3I1J’nder § 6621(a)(2), the underpaymeng 6622, is subject to daily compounding.
1989, the inflation-adjusted amountdate is the sum of the federal short-term Rounded to the nearest full percent, the
under § 1274A are shown in Table 1. rate plus 3 percentage points. federal short-term rate based on daily
Section 6621(c) provides that for purcompounding determined during the
EFFECT ON OTHER DOCUMENTS poses of interest payable under 8 6601 anonth of October 1999 is 5 percent. Ac-
~any large corporate underpayment, theordingly, an overpayment rate of 8 per-
Rev. Rul. 98-58, 1998-52 |.R.B. 6 i§ynderpayment rate under § 6621(a)(2) isent (7 percent in the case of a corpora-
supplemented and superseded. determined by substituting “5 percentagéion) and an underpayment rate of 8
DRAFTING INFORMATION points” for “3 percentage points.” Seepercent are established for the calendar
§ 6621(c) and § 301.6621-3 of the Regwguarter beginning January 1, 2000. The
The principal author of this revenuelations on Procedure and Administratioroverpayment rate for the portion of a cor-
ruling is Courtney Shepardson the Officdor the definition of a large corporate unporate overpayment exceeding $10,000
of the Assistant Chief Counsel (Financiatlerpayment and for the rules for deterfor the calendar quarter beginning Janu-
Institutions and Products). For further inmining the applicable date. Sectiorary 1, 2000, is 5.5 percent. The underpay-
formation regarding this revenue rulingg621(c) and § 301.6621-3 are generalljnent rate for large corporate underpay-
contact Ms. Shepardson on (202) 622ffective for periods after December 31ments for the calendar quarter beginning
3930 (not a toll-free call). 1990. January 1, 2000, is 10 percent. These
Section 6621(b)(1) provides that theates apply to amounts bearing interest
Secretary will determine the federal shortduring that calendar quarter.
Section 6621.— Determination term rate for the first month in each calen- The 8 percent rate also applies to esti-

of Interest Rate dar quarter. mated tax underpayments for the first cal-
Section 6621(b)(2)(A) provides that theendar quarter in 2000 and for the first 15
26 CFR 301.6621-1: Interest rate. federal short-term rate determined undetays in April 2000.

) 8§ 6621(b)(1) for any month applies during Interest factors for daily compound in-
Interest rates; underpayments and the first calendar quarter beginning afteterest for annual rates of 5.5 percent, 7
oyerpayments.Thg rate of interest OIEEter'such month. percent, 8 percent, and 10 percent are
mined under section 662.1 O.f the Code for Section 6621(b)(2)(B) provides that inpublished in Tables 64, 67, 69, and 73 of
the Calepdar quarter beginning January ?jetermining the addition to tax under fRev. Proc. 95-17, 1995-1 C.B. 556, 618,
2000, wil b.e 8 percent for overpayment 654 for failure to pay estimated tax fo621, 623, and 627.
(7 percent in the case of a corporation), ny taxable year, the federal short-term Annual interest rates to be compounded
percent for underpayments, and 10 Pelate that applies during the third montidaily pursuant to § 6622 that apply for
cent for large corporate underpayment%nowing such taxable year also appliegrior periods are set forth in the tables ac-

The rate of interest paid on the portion 0&uring the first 15 days of the fourthcompanying this revenue ruling.
a corpo'rate overpayment exceedmgnonth following such taxable year.
$10,000 is 5.5 percent. Section 6621(b)(3) provides that the?RAFTING INFORMATION

Rev. Rul. 99-53 federal short-term rate for any mont_h IS The principal author of this revenue
the federal short-term rate determmeg:h“ng is Raymond Bailey of the Office of
Section 6621 of the Internal Revenu@uring such month by the Secretary in aGxggjstant Chief Counsel (Income Tax and
Code establishes the rates for interest &@rdance with § 1274(d), rounded 10 the oo unting). For further information re-
tax overpayments and tax underpaymentgearest full percent (or, if a multiple 8f o, 4ing this revenue ruling, contact Mr.
Under § 6621(a)(1), the overpayment ratef 1 percent, the rate is increased 10 thgyjley on (202) 622-6226 (not a toll-free
beginning January 1, 2000, is the sum dfext highest full percent). call).
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TABLE OF INTEREST RATES
PERIODS BEFORE JUL. 1, 1975 — PERIODS ENDING DEC. 31, 1986
OVERPAYMENTS AND UNDERPAYMENTS

In 1995-1 C.B.
PERIOD RATE DAILY RATE TABLE
Before Jul. 1, 1975 6% Table 2, pg. 557
Jul. 1, 1975—Jan. 31, 1976 9% Table 4, pg. 559
Feb. 1, 1976—Jan. 31, 1978 7% Table 3, pg. 558
Feb. 1, 1978—Jan. 31, 1980 6% Table 2, pg. 557
Feb. 1, 1980—Jan. 31, 1982 12% Table 5, pg. 560
Feb. 1, 1982—Dec. 31, 1982 20% Table 6, pg. 560
Jan. 1, 1983—Jun. 30, 1983 16% Table 37, pg. 591
Jul. 1, 1983—Dec. 31, 1983 11% Table 27, pg. 581
Jan. 1, 1984—Jun. 30, 1984 11% Table 75, pg. 629
Jul. 1, 1984—Dec. 31, 1984 11% Table 75, pg. 629
Jan. 1, 1985—Jun. 30, 1985 13% Table 31, pg. 585
Jul. 1, 1985—Dec. 31, 1985 11% Table 27, pg. 581
Jan. 1, 1986—Jun. 30, 1986 10% Table 25 pg. 579
Jul. 1, 1986—Dec. 31, 1986 9% Table 23, pg. 577
TABLE OF INTEREST RATES
FROM JAN. 1, 1987 — Dec. 31, 1998
OVERPAYMENTS UNDERPAYMENTS
1995-1 C.B. 1995-1 C.B.

RATE TABLE PG RATE TABLE PG
Jan. 1, 1987—Mar. 31, 1987 8% 21 575 9% 23 577
Apr. 1, 1987—Jun. 30, 1987 8% 21 575 9% 23 577
Jul. 1, 1987—Sep. 30, 1987 8% 21 575 9% 23 577
Oct. 1, 1987—Dec. 31, 1987 9% 23 577 10% 25 579
Jan. 1, 1988—Mar. 31, 1988 10% 73 627 11% 75 629
Apr. 1, 1988—Jun. 30, 1988 9% 71 625 10% 73 627
Jul. 1, 1988—Sep. 30, 1988 9% 71 625 10% 73 627
Oct. 1, 1988—Dec. 31, 1988 10% 73 627 11% 75 629
Jan. 1, 1989—Mar. 31, 1989 10% 25 579 11% 27 581
Apr. 1, 1989—Jun. 30, 1989 11% 27 581 12% 29 583
Jul. 1, 1989—Sep. 30, 1989 11% 27 581 12% 29 583
Oct. 1, 1989—Dec. 31, 1989 10% 25 579 11% 27 581
Jan. 1, 1990—Mar. 31, 1990 10% 25 579 11% 27 581
Apr. 1, 1990—Jun. 30, 1990 10% 25 579 11% 27 581
Jul. 1, 1990—Sep. 30, 1990 10% 25 579 11% 27 581
Oct. 1, 1990—Dec. 31, 1990 10% 25 579 11% 27 581
Jan. 1, 1991—Mar. 31, 1991 10% 25 579 11% 27 581
Apr. 1, 1991—Jun. 30, 1991 9% 23 577 10% 25 579
Jul. 1, 1991—Sep. 30, 1991 9% 23 577 10% 25 579
Oct. 1, 1991—Dec. 31, 1991 9% 23 577 10% 25 579
Jan. 1, 1992—Mar. 31, 1992 8% 69 623 9% 71 625
Apr. 1, 1992—Jun. 30, 1992 7% 67 621 8% 69 623
Jul. 1, 1992—Sep. 30, 1992 7% 67 621 8% 69 623
Oct. 1, 1992—Dec. 31, 1992 6% 65 619 7% 67 621
Jan. 1, 1993—Mar. 31, 1993 6% 17 571 7% 19 573
Apr. 1, 1993—Jun. 30, 1993 6% 17 571 7% 19 573
Jul. 1, 1993—Sep. 30, 1993 6% 17 571 7% 19 573
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TABLE OF INTEREST RATES—Continued
FROM JAN. 1, 1987 — Dec. 31, 1998

OVERPAYMENTS UNDERPAYMENTS
1995-1 C.B. 1995-1 C.B.
RATE TABLE PG RATE TABLE PG
Oct. 1, 1993—Dec. 31, 1993 6% 17 571 7% 19 573
Jan. 1, 1994—Mar. 31, 1994 6% 17 571 7% 19 573
Apr. 1, 1994—Jun. 30, 1994 6% 17 571 7% 19 573
Jul. 1, 1994—Sep. 30, 1994 7% 19 573 8% 21 575
Oct. 1, 1994—Dec. 31, 1994 8% 21 575 9% 23 577
Jan. 1, 1995—Mar. 31, 1995 8% 21 575 9% 23 577
Apr. 1, 1995—Jun. 30, 1995 9% 23 577 10% 25 579
Jul. 1, 1995—Sep. 30, 1995 8% 21 575 9% 23 577
Oct. 1, 1995—Dec. 31, 1995 8% 21 575 9% 23 577
Jan. 1, 1996—Mar. 31, 1996 8% 69 623 9% 71 625
Apr. 1, 1996—Jun. 30, 1996 % 67 621 8% 69 623
Jul. 1, 1996—Sep. 30, 1996 8% 69 623 9% 71 625
Oct. 1, 1996—Dec. 31, 1996 8% 69 623 9% 71 625
Jan. 1, 1997—Mar. 31, 1997 8% 21 575 9% 23 577
Apr. 1, 1997—Jun. 30, 1997 8% 21 575 9% 23 577
Jul. 1, 1997—Sep. 30, 1997 8% 21 575 9% 23 577
Oct. 1, 1997—Dec. 31, 1997 8% 21 575 9% 23 577
Jan. 1, 1998—Mar. 31, 1998 8% 21 575 9% 23 577
Apr. 1, 1998—Jun. 30, 1998 7% 19 573 8% 21 575
Jul. 1, 1998—Sep. 30, 1998 7% 19 573 8% 21 575
Oct. 1, 1998—Dec. 31, 1998 7% 19 573 8% 21 575

TABLE OF INTEREST RATES
FROM JANUARY 1, 1999 — PRESENT
NONCORPORATE OVERPAYMENTS AND UNDERPAYMENTS

1995-1 C.B
RATE TABLE PAGE
Jan. 1, 1999—Mar. 31, 1999 7% 19 573
Apr. 1, 1999—Jun. 30, 1999 8% 21 575
Jul. 1, 1999—Sep. 30, 1999 8% 21 575
Oct. 1, 1999—Dec. 31, 1999 8% 21 575
Jan. 1, 2000—Mar. 31, 2000 8% 69 623
TABLE OF INTEREST RATES
FROM JANUARY 1, 1999 — PRESENT
CORPORATE OVERPAYMENTS AND UNDERPAYMENTS
OVERPAYMENTS UNDERPAYMENTS
1995-1 C.B. 1995-1 C.B.
RATE TABLE PG RATE TABLE PG
Jan. 1, 1999—Mar. 31, 1999 6% 17 571 7% 19 573
Apr. 1, 1999—Jun. 30, 1999 7% 19 573 8% 21 575
Jul. 1, 1999—Sep. 30, 1999 7% 19 573 8% 21 575
Oct. 1, 1999—Dec. 31, 1999 7% 19 573 8% 21 575
Jan. 1, 2000—Mar. 31, 2000 7% 67 621 8% 69 623
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TABLE OF INTEREST RATES FOR
LARGE CORPORATE UNDERPAYMENTS
FROM JANUARY 1, 1991 - PRESENT

1995-1 C.B.
RATE TABLE PG
Jan. 1, 1991—Mar. 31, 1991 13% 31 585
Apr. 1, 1991—Jun. 30, 1991 12% 29 583
Jul. 1, 1991—Sep. 30, 1991 12% 29 583
Oct. 1, 1991—Dec. 31, 1991 12% 29 583
Jan. 1, 1992—Mar. 31, 1992 11% 75 629
Apr. 1, 1992—Jun. 30, 1992 10% 73 627
Jul. 1, 1992—Sep. 30, 1992 10% 73 627
Oct. 1, 1992—Dec. 31, 1992 9% 71 625
Jan. 1, 1993—Mar. 31, 1993 9% 23 577
Apr. 1, 1993—Jun. 30, 1993 9% 23 577
Jul. 1, 1993—Sep. 30, 1993 9% 23 577
Oct. 1, 1993—Dec. 31, 1993 9% 23 577
Jan. 1, 1994—Mar. 31, 1994 9% 23 577
Apr. 1, 1994—Jun. 30, 1994 9% 23 577
Jul. 1, 1994—Sep. 30, 1994 10% 25 579
Oct. 1, 1994—Dec. 31, 1994 11% 27 581
Jan. 1, 1995—Mar. 31, 1995 11% 27 581
Apr. 1, 1995—Jun. 30, 1995 12% 29 583
Jul. 1, 1995—Sep. 30, 1995 11% 27 581
Oct. 1, 1995—Dec. 31, 1995 11% 27 581
Jan. 1, 1996—Mar. 31, 1996 11% 75 629
Apr. 1, 1996—Jun. 30, 1996 10% 73 627
Jul. 1, 1996—Sep. 30, 1996 11% 75 629
Oct. 1, 1996—Dec. 31, 1996 11% 75 629
Jan. 1, 1997—Mar. 31, 1997 11% 27 581
Apr. 1, 1997—Jun. 30, 1997 11% 27 581
Jul. 1, 1997—Sep. 30, 1997 11% 27 581
Oct. 1, 1997—Dec. 31, 1997 11% 27 581
Jan. 1, 1998—Mar. 31, 1998 11% 27 581
Apr. 1, 1998—Jun. 30, 1998 10% 25 579
Jul. 1, 1998—Sep. 30, 1998 10% 25 579
Oct. 1, 1998—Dec. 31, 1998 10% 25 579
Jan. 1, 1999—Mar. 31, 1999 9% 23 577
Apr. 1, 1999—Jun. 30, 1999 10% 25 579
Jul. 1, 1999—Sep. 30, 1999 10% 25 579
Oct. 1, 1999—Dec. 31, 1999 10% 25 579
Jan. 1, 2000—Mar. 31, 2000 10% 73 627
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TABLE OF INTEREST RATES FOR CORPORATE
OVERPAYMENTS EXCEEDING $10,000
FROM JANUARY 1, 1995 - PRESENT
1995-1 C.B
RATE TABLE PG
Jan. 1, 1995—Mar. 31, 1995 6.5% 18 572
Apr. 1, 1995—Jun. 30, 1995 7.5% 20 574
Jul. 1, 1995—Sep. 30, 1995 6.5% 18 572
Oct. 1, 1995—Dec. 31, 1995 6.5% 18 572
Jan. 1, 1996—Mar. 31, 1996 6.5% 66 620
Apr. 1, 1996—Jun. 30, 1996 5.5% 64 618
Jul. 1, 1996—Sep. 30, 1996 6.5% 66 620
Oct. 1, 1996—Dec. 31, 1996 6.5% 66 620
Jan. 1, 1997—Mar. 31, 1997 6.5% 18 572
Apr. 1, 1997—Jun. 30, 1997 6.5% 18 572
Jul. 1, 1997—Sep. 30, 1997 6.5% 18 572
Oct. 1, 1997—Dec. 31, 1997 6.5% 18 572
Jan. 1, 1998—Mar. 31, 1998 6.5% 18 572
Apr. 1, 1998—Jun. 30, 1998 5.5% 16 570
Jul. 1. 1998—Sep. 30, 1998 5.5% 16 570
Oct. 1, 1998—Dec. 31, 1998 5.5% 16 570
Jan. 1, 1999—Mar. 31, 1999 4.5% 14 568
Apr. 1, 1999—Jun. 30, 1999 5.5% 16 570
Jul. 1, 1999—Sep. 30, 1999 5.5% 16 570
Oct. 1, 1999—Dec. 31, 1999 5.5% 16 570
Jan. 1, 2000—Mar. 31, 2000 5.5% 64 618
Section 7701.—Definitions guidance to taxpayers who elect to changaents to the regulations (REG-105162-97,
an entity’s classification for federal tax1997-2 C.B. 649) under §8301.6109-1,
26 CFR 301.7701-3: Classification of certain purposes. 301.7701-2, and 301.7701-3 were pub-

business entities.

lished in theFederal Register(62 F.R.

DATES: Effective Date: These regula- .
DEPARTMENT OF THE TREASURY tions are effective November 29, 1999. 55768). A number of comments were re

Internal Revenue Service Applicability Dates: These regulations
26 CFR Part 301 apply on or after November 29, 1999
1998, was canceled because no one re-

However, taxpayers may choose to appl .
T.D. 8844 certain provisions in these regulations begiuested to speak. After considering the

. submitted comments, the IRS and Treasury
; fore November 29, 1999 as specified iy ’
Treatment of Changes in ’ n
g §301.7701-2(e) and §301.7701-3(g)(4). adopt the proposed amendments to the reg

Elective Entity Classification ulations under §§301.6109-1, 301.7701-2,
AGENCY: Internal Revenue ServiceFOR '_:URTHER_ INFORMATIO.N CON- rgggiSSi(c))rl]J?Ol—S as revised by this Treasury
(IRS), Treasury. TACT: Concerning the regulations, Da .

Carmody, (202) 622-3080 (not a toll-free . -
éEpranatlon of Provisions

ceived on the proposed regulations. The
public hearing scheduled for February 24,

ACTION: Final regulations. number); concerning international issue
Mark Harris, (202) 622-3860 (not a toll-; ‘characterization of Elective Changes

SUMMARY: This document contains free number). in Classification

final regulations describing how elective

changes in classification will be treated®YPPLEMENTARY INFORMATION: There are four possible changes in clas-

for federal tax purposes. The final regmaBackground sification of an eligible entity by election

tions affect business entities and their under 8301.7701-3: (i) a partnership

members. The final regulations provide On October 28, 1997, proposed amenetlects to be an association taxable as a
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corporation (association); (i) an associaregulations maintain only one form forclassification are treated as occurring im-

tion elects to be a partnership; (iii) an aseach type of elective conversion. mediately before the close of the day be-
sociation elects to be disregarded as an ] ~_ fore the effective date of the election. The
entity separate from its owner (disreB- Form of Conversion From Association g \yners of the entity when the election is
garded entity): and (iv) a disregarded en- (0 Partnership effective may be different from the own-

tity elects to be an association. The pro- The proposed regulations provide thagrs of the entity when the conversion

posed regulations provide a form tha n elective conversion of an association tgansactions are deemed to occur. To en-
each elective conversion would be treateé partnership is deemed to have the fopure that the taxpayers who recognize the
as having for federal tax purposes. Und%wing form: The association distributest@X consequences of a conversion election
the proposed regulations, there is °n|¥tll of its assets and liabilities to its share2PProve of the election, the proposed reg-
one form for each elective conversionholders in liquidation of the association Ulations require that the election be signed
and taxpayers could not elect to have by every owner on the date of the deemed
different form apply to the elective con-

&nd immediately thereafter, the share- , .
version holders contribute all of the distributedcoz\VerSIon transactl_onds.. d th
' assets and liabilities to a newly formed commentgtor Indicated t a_t_pu_r-
. . hi chasers who wish to make a classification
A. Elective Conversions Treated as partnership. election effective as of their first day of
i A commentator suggested that the pro= . . .
Having One Form 99 PrWnership may endure a burden in obtain-

posed form for an elective conversion of .

Commentators recommended that taxan association to a partnership may ndp9 the consents of previous owners. The
payers be allowed to choose which forminimize the tax consequences of such &°mmentator recommended that the
to apply to an elective conversion. Thigonversion under certain circumstance§€€Med conversion transactions be
would allow taxpayers to avoid having torhe commentator suggested that the pri.Sated as occurring at the start of the day
take the actual steps of a conversion E’osed form should be available as an elef2! Which the election is effective, elimi-
produce the most favorable tax results. Aon, but that the default form should be 4219 the need to obtain the consent of
commentator suggested that the lack feemed transfer of assets and liabilitie& 0" OWNe's- Under this suggestion, pur-
choice in the proposed regulations is iNfom the electing corporation to a newlychasers of an_assomatlon who_W|sh to

elect partnership treatment effective as of
box regulations, which adopted an electivgnership followed immediately by ;fhe first day of ownership would be
regime for classifying eligible entities. |iq igation of the electing corporation. treated as owning both stock and partner-

Because elective conversions are trans-Tq |RS and Treasury believe thafhiP interests on that first day of owner-

actions without actual form, the IRS anqJ ship. This would result in the purchasers

s L ; nder current law a voluntary formlesq3 . ble f i i
Treasury believe that it is appropriate @hange from an association to a partne €INg responsible Tor a corporate return

pr_ﬁvki)de thaIF (()jnly onehtransac;cio? fo_rmship should be treated as a liquidation O(fv\rmtgreslrr“trarslseléog gg;lzc:dzof corporate

conversion. Fto ehaIC e he'|ecnxethe corporation followed by a contribu- IRg and Treasury intended that the
conversion. Furthermore, while th&;,, o assets to the partnership. See Rey, - Y

check-the-box regulations provide a proposed timing rule generally would be
elective regime for classifying eligible e RUl- 63-107 (1963-2 C.B. 71). MOfeyoroqoia tor taxpayers. The IRS and
» ) ) ~over, if the assets were deemed cone . .

tities, the elective regime was not in- reasury believe that any burden imposed

: . tributed by the electing corporation to th - . .
tended to substitute for actual transactlog?s y g corp eOy this rule is outweighed by the transac-

in all situations. Instead, the purpose O‘i‘l\rlte”defhf"fol;ig’;:gr‘]eg?r;]pe 'Qéfrif:ﬁ;ﬁ'ﬁonm flexibility that this rule provides.
implementing the regime was to simplify, yalq P 'Accordingly, the suggested change to the

.. ""“the application of section 704(c) (contri-; . .
an area of the law where legal distinction P (©) ( timing rule is not adopted.

previously drawn in determining an en-égg?;a‘:{ﬂi‘:ﬁgﬁf{:ﬁ?ﬂ?ﬂg%ﬁrtgzl’ dSSeeCCttli% N Another commentator n.oted a conflict
tity's classification were no longer mean-754 (elective adjustments to,the basis Between the proppsed timing rule.and the
ingful. While the factors considered _ (Heemed transactions under section 338.
under prior law did not meaningfully dis-partnerShIID asggts) could be somewhglqtion 338 allows a purchasing corpora-
tinguish between business org::miz::ltionComplex and d.'ﬁf'cu“ for taxpayers andyq, 1 reqt its stock purchase of another
taxpayers still were required to expen@ﬁe IRS 1o administer. Therefore, th_e Pr%orporation as an asset purchase. Under
considerable resources to ensure that thgﬁsed for_m_for the elective conversion Og ction 338, a purchasing corporation
obtained the classification they desired® association to a partnership is adopt ay elect to treat the target corporation as
Small business organizations often Iacke‘é(Ithout change. (1) selling its assets at fair market value

the resources and expertise to achieve Timing of Elective Changes in on the acquisition date, and (2) a new cor-
their desired tax classification. This was ¢|assification poration that purchased all of the assets at
viewed as unfair. The IRS was also ex- the beginning of the day after the acquisi-

pending considerable resources providing The proposed regulations provide that ion date. If the purchaser also makes a
guidance on these classification issueslassification election takes effect at thelassification election for the target effec-
These same concerns generally are nstart of the day for which the election igive for the purchaser’s first day of owner-
present in determining the form of a coneffective. Any transactions that areship, the timing of the deemed liquidation
version transaction. Therefore, the finatleemed to occur because of a change umder 8301.7701-3(g)(1) would conflict
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with the timing of the deemed transacregulations maintain the rule that converresponse to comments from taxpayers, the

tions required by section 338. sion elections take effect at the start of theroposed regulations clarified those pro-
To address the issue, the final reguladay on which the election is effective.  visions. Specifically, clarifications were
tions specify that if section 338 applies made with respect to certain business en-

Jl. Taxpayer Identifying Numbers and

an election to convert the target corpor i - tities formed in Finland, Malaysia, Malta,
Disregarded Entities

tion’s classification cannot be effective Mexico, and Norway. These final regula-
before the day after the acquisition date of 1o proposed regulations provide claritions adopt the proposed regulation’s clar-
the target corporation. Additionally, thei-ation of the rules regarding taxpaye}fications.

deemed liquidation and conversion ””de]'aentifying numbers (TINs). The pro- These final regul_ations also_ clar?fy_ the
§301.7701-3(g)(1) will occur immedi- a4 regulations restate the rule thgatment of an entity formed in Trinidad
ately after the completion of the sectiofy e an entity's classification change@nd Tobago that is specified in the final
338 transactions. These rules follow th§,yer §301.7701-3. it retains its em¢check-the-box regulations.  Prior to April
approach of §1.338-2(c)(1)(i), which pro- ’ 1997, Trinidad and Tobago’s Companies

loyer identification number (EIN). The P ; :
vides that when a target corporation quuiP Y (EIN) At distinguished between public and pri-

dates on the acquisition date. the liquid Qroposed rggulations alsg clarified th.vate limited companies. Effective April
g , AQuiG&yle that a disregarded entity must use its

tion is treated as occurring on thgners TIN for federal tax purposes. 997, Trinidad and Tobago's Companies

following day and immediately after theg,ithermore, when a disregarded entithCt was amended and now only provides

“Yor limited companies (and no longer pro-
deemed purchase of assets. If a taxpaygL.omes respected as a separate entity p ( gerp

makes an election under section 33§, - ides for private limited companies). Ac-
ust use its own EIN and not the TIN o : : .
(without a section 338(h)(10) election) reyhe single owner. cordingly, these final regulations have

ardin a taroget cor Oration that is Subse_ e been mOdIerd to take into account that
gareind Y P One commentator asked for clarificayange  The effective date of these final

; ; ; Fegulations with regard to an entit
final regulations, the target corporation, he proposed regulations. TINs incmd?orgr]ned in Trinidad an?j Tobago has begn

it s e e e o ot ety s (Sl e o
See §1.338-1(e). nEmbersl?I'IJ;/lllsl;a T?épraeéirlétizzsl 'rce"’:q'lz:‘egayers W|h " relled_IEJhn theffma;l CheTk-'the-
Commentators also expressed Concefy; 5 gisregarded entity report under thﬁ?c:(virdeeg ltjhit'cl(:;\]:rule \(/av?ti r'QSarrf?éj 22(2?15
over the effect the proposed timing rulgyyners TIN. The regulations refer to ajty formed in Trinidad and Tobago will
would have on a sequence of electiong,payer's TIN because the term TIN enpe effective on or after November 29
when a number of corporations are ownegympasses not only an EIN, but also afggg, Accordingly, this rule only affects
through a single ownership chain. If thesgn ang an ITIN, those entities which were formed (or
elections are all effective for the same Angther commentator suggested thahade affirmative elections) on or after
date, the effect of the interaction of thee hroposed regulations were oo restricdovember 29, 1999.
timing rule with sect|on_ 332 is unclearye and prohibited a disregarded entity These regulations also clarify the ex-
For example, P corporation owns 100 petom applying for and receiving its ownception to per se corporate treatment for
cent of the interest of an eligible entityr\ - The regulations do not prevent aCanadian companies and corporations.
classified as an association (S1), whiclingle member disregarded entity fromwhen the final check-the-box regulations
owns directly 100 percent of the interest,n\ving for and receiving its own TIN. were promulgated, the only company or
of an eligible entity classified as an assorpg ‘regulations merely provide that, exeorporation that could be formed where
ciation (S2). P wants to convert S1 andent 45 otherwise provided in regulationthe liability of all of its members was un-
S2 to disregarded entities on the samg oiher guidance, the single owner disrdimited pursuant to any federal or provin-
day; however, if both deemed I'q“'dat'oniiarded entity must use the owner’s TINial statute (as opposed to through side
are treated as occurring S|multaneously,_f r federal tax purposes and not the ElNgreements of the members), was a Nova
is not clear that section 332 nonrecognist the disregarded entity. Notice 99—6Scotia Unlimited Liability Company
tion treatment would be available for botrk1999_3 I.R.B. 1) provides guidance ofNSULC). However, in order to avoid
liquidations. The final regulations clarify e jimited circumstances under which &hanging the regulations if any other
that in such a situation, unless anOth_‘%fisregarded entity may use its own EIN. province, or the federal government, sub-

order is specified for the elections, S1 will sequently allowed for the formation of
be treated as liquidating into P immedidll. Rules for Foreign Entities unlimited liability companies by statute,
ately before S2 liquidates into P. . these regulations did not specifically list

Commentators suggested that this situ- 1hese final regulations also contaifye ysyLc. In response to questions
ation could be addressed by allowing taxules relating to certain foreign entities. o taxpayers, the regulation is clarified,
payers to make elections effective by thg Foreign Per Se Entities with effect from January 1, 1997, by
hour, instead of only at the start of the specifically naming the NSULC, while
day. The IRS and Treasury believe that The final check-the-box regulationsstill providing for any other unlimited lia-
the clarification in the final regulationsprovided a list of the names of certain forbility company that might subsequently
appropriately addresses the treatment efgn business entities that are treated &s allowed by any other federal or provin-
successive elections. Therefore, the finalorporations for federal tax purposes. leial statute.
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B. Foreign Eligible Entities tions, and because these regulations do(2) Special rules for entities that are
, . not impose a collection of information ondisregarded as entities separate from
Proposed regulations that provide @) enities, the Regulatory Flexibility their owners—(i) When an entity becomes
s_pemal rule for. certain foreign eligible en- oy (5 U.S.C. chapter 6) does not applydisregarded as an entity separate from its
tities are published in REG-110385-99oefore, a Regulatory Flexibility owner. Except as otherwise provided in
on page 000. In addition, the IRS and\naysis is not required. Pursuant to seGegulations or other guidance, a single
Treasury are still studying what, if any4jon 7805(f) of the Internal Revenueowner entity that is disregarded as an en-
consequences occur when a foreign eligkgge, the notice of proposed rulemakingity separate from its owner under
ble entity that is not relevant for federapeceding these regulations was submig301.7701-3, must use its owner's tax-
tax purposes files an entity classﬁlca_tloqed to the Chief Counsel for Advocacy obayer identifying number (TIN) for fed-
election. The IRS and Treasury continughe Small Business Administration forera| tax purposes.

to request comments on this topic. comment on its impact on small business. (jjy when an entity that was disre-
IV. Changes in Number of Members of aiyrafting Information garded as an entity separate from its
Entity owner becomes recognized as a separate

) ) The principal authors of these regulaentity.If a single owner entity’s classifica-
The proposed regulations provide thaons are Dan Carmody and Jeff Ericksortjon changes so that it is recognized as a
an entity’s cla55|f|cat.|0n may change as dffice of Chief Counsel (Passthroughseparate entity for federal tax purposes,
result of a change in the number of itgnd Special Industries) and Mark Harrisind that entity had an EIN, then the entity
members. Specifically, an eligible entityand Philip Tretiak, Office of Associatemust use that EIN and not the TIN of the
classified as a partnership will become ghjef Counsel (International). Howeversingle owner. If the entity did not already
disregarded entity when the entity’s meMother personnel from the IRS and Treahave its own EIN, then the entity must ac-

bership is reduced to one member, andsyry Department participated in their dequire an EIN and not use the TIN of the
disregarded entity will be classified as gelopment. single owner

partnership when the entity has more than (3) Effective date.The rules of this

one member. The final regulations adopt oRoE oo paragraph (h) are applicable as of January

these provisions without substantivesmendments to the Regulations 1 1997

change. Guidance on the federal tax con- _ _ '

sequences of such changes has been proAccordingly, 26 CFR part 301 is X ok ok k%

vided in Rev. Rul. 99-5 (1999-6 I.R.B. 8gmended as follows: ded
— — Par. 3. Section 301.7701-2 is amende

and Rev. Rul. 99-6 (1999-6 |.R.B. 6). PART 301—PROCEDURE AND a5 folloms

Effective Date ADMINISTRATION 1. Paragraph (b)(8)(i) is amended by

These regulations are applicable on or Paragraph 1. The authority citation fofevising the entries for Finland, Malta,
fNorway, and Trinidad and Tobago.

after November 29, 1999. In response tBart 301 continues to read in part as fol- N .
comments, however, the final regulation{Ws: Z.dParagraph (?])(i)(")('ﬁ‘) 1S redes:jg_—
include a provision allowing taxpayers to Authority: 26 U.S.C. 7805 * * * nated as paragraph (b)(8)(i(A)(1) and is
apply the regulations retroactively for Par. 2. Section 301.6109-1 is amendéf§Vised o .
elective entity conversions that occurre@s follows: 3. Paragraph (b)(s)(")(.?’) Is redesig-
before November 29, 1999. Taxpayers 1. Paragraph (d)(2)(i)) is removed andiated as paragraph (b)@)(N(A)(2).
may apply the final regulations retroacteserved. 4. Paragraph (b)(8)(if) heading and in-
deoductory text are redesignated as para-

tively only if all taxpayers involved in the 2. Paragraph (h) is redesignated . ; .

rules contained in §301.6109—1(h) are apglewly designated paragraph (i)(1) idory text, and a new paragraph heading is
plicable as of January 1, 1997. Certaigmended by removing the languag@dded for paragraph (b)(8)(i).
changes to §301.7701—2(b)(8) may be apParagraph (h)” and adding “paragraph 5. Paragraphs (b)(8)(ii)(A)(3) and

plied before the effective date as specified)” In its place. (b)(B)(i)(B) are added.

in §301.7701-2(e). 3. Anew paragraph (h) is added. 6. Paragraphs (b)(8)(iii), (b)(8)(iv), and
The addition reads as follows: (e) are revised.
Special Analyses The revisions and additions read as fol-
§301.6109-1 Identifying numbers. lows:
It has been determined that this Trea-
sury decision is not a significant regula- eeroe §301.7701-2 Business entities;

tory action as defined in Executive Order (h) Special rules for certain entities definitions.
12866. Therefore, a regulatory assessmnder §301.7701-3-(1) General rule.

ment is not required. It also has been déwny entity that has an employer identifi-

termined that section 553(b) of the Adcation number (EIN) will retain that EIN (b)) ***
ministrative Procedure Act (5 U.S.C.if its federal tax classification changes (8) * **
chapter 5) does not apply to these regulander §301.7701-3. (iy***
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Finland, Julkinen Osakeyhtio/Publikt Ak-The reference to the Finnish, Maltese, and ok ok ok ok

tiebolag Norwegian entities in paragraph (b)(8)(i)

of this section is applicable on November (2) i ) .

29, 1999. The reference to the Trinida- (1) Changes in classificationFor
dian entity in paragraph (b)(8)(i) of thisParagraph (c)(2)(i) of this section, if an
section applies to entities formed on of!€ction under paragraph (c)(1)(i) of this

ok K Kk after November 29, 1999. Any Maltese opection is made to change the classifica-
, Norwegian entity that becomes an eligibl&on Of an entity, each person who was an
Norway, Allment Aksjeselskap entity as a result of paragraph (b)(8)(i) oPWner on the date that any transactions

ok % % % this section in effect on November 29Under paragraph (g) of this section are

1999, may elect by February 14, 2000, tgeemegi to occur, an.d who 'is not an owner
Trinidad and Tobago, Limited Company be classified for federal tax purposes as &t the time the election is filed, must also
entity other than a corporation retroactivé!9" the election. This paragraph
to any period from and including Januanf©)(2)(iii) applies to elections filed on or
1,1997. Any Finnish entity that become&fter November 29,1999.
an eligible entity as a result of paragraph (d) Special rules for foreign eligible en-
(b)(8)(i) of this section in effect on No- lities—(1) Definition of relevance: * *
vember 29, 1999, may elect by February *x ok k% *
ok ok ok ok 14, 2000, to be classified for federal tax

) purposes as an entity other than a corpora-(f) Changes in number of members of
~ (1) With regard to Canada, a Nova SCOfqy retroactive to any period from and in-an entity—(1) Associations. The classifi-
tia Unlimited Liability Company (or any ¢qing September 1, 1997. cation of an eligible entity as an associa-
other company or corporation all of pa."4 gection 301.7701-3 is amendetibn is not affected by any change in the
whose owners have unlimited liability 35 o1ows: number of members of the entity.
pursuant to federal or provincial law). 1. A sentence is added at the end of (2) Partnerships and single member

* * *x * *

(ii) Clarification of list of corporations
in paragraph (b)(8)(i) of this sectien
(A) Exceptions in certain cases* *

*x % ok x ok paragraph (c)(1)(iii). entities. An eligible entity classified as a
2. A sentence is added at the end gfartnership becomes disregarded as an
(3) With regard to Malaysia, a paragraph (c)(1)(iv). entity separate from its owner when the
Sendirian Berhad. 3. Paragraph (c)(2)(iii) is added. entity’s membership is reduced to one
(B) Inclusions in certain casesWith 4. A heading is added to paragrapimember. A single member entity disre-
regard to Mexico, the term Sociedadd)(1). garded as an entity separate from its

Anonima includes a Sociedad Anonima 5. Paragraph (f) is redesignated aswner is classified as a partnership when
that chooses to apply the variable capitgdaragraph (h) and newly designated par#he entity has more than one member. If

provision of Mexican corporate law (So-graph (h)(1) is revised. an elective classification change under
ciedad Anonima de Capital Variable). 6. Paragraphs (f) and (g) are added. paragraph (c) of this section is effective at
(iif) Public companiesFor purposes of  The revision and additions read as folthe same time as a membership change
paragraph (b)(8)(i) of this section, withlows: described in this paragraph (f)(2), the
regard to Cyprus, Hong Kong, and Ja- deemed transactions in paragraph (g) of

maica, the term Public Limited Company§301.7701—3 Classification of certain

: B this section resulting from the elective
includes any Limited Company that is noPusiness entities.

change preempt the transactions that

defined as a private company under the would result from the change in member-
corporate laws of those jurisdictions. In ok ok ok ship.

all other cases, where the term Public (3) Effect on sixty month limitationA
Limited Company is not defined, that (c)** change in the number of members of an

term shall include any Limited Company (1) e . . entity does not result in the creation of a
defined as a public company under the (ill) Effective date of electiot.**Ifa  q\\ entity for purposes of the sixty month
corporate laws of the relevant jurisdicPurchasing corporation makes an electiofyjtation on elections under paragraph
tion. under ;ectlon 338 rggardlng an acquiregh)1y(iv) of this section.

(iv) Limited companies.For purposes SUPsidiary, an election under paragraph’(4) examples.The following examples
of this paragraph (b)(8), any reference t§°)(1)()) of this section for the acquired; sirate the application of this paragraph

a Limited Company includes, as the casstbsidiary can be effective no earlier thagy.
may be, companies limited by shares arlge day after the acquisition date (within " gxample 1. Aa U.S. person, owns a domestic el-

companies limited by guarantee the meaning of section 338(h)(2)). igible entity that is disregarded as an entity separate
' (iv) Limitation. * * * An election by a from its owner. On January 1, 1998,a U.S. per-
x ok x x % newly formed eligible entity that is effec-SoN: buys a 50 percent interest in the entity from A.

Under this paragraph (f), the entity is classified as a

tive on the date of formation is not Con-partnership wheB acquires an interest in the entity.

e) Effective date.Except as otherwise ; ;
€) b sidered a change for purposes of this pargawever,A andB elect to have the entity classified

PVPV'ded_'” this paragraph (e), the rules raph (c)(1)(iv). as an association effective on January 1, 1998.
this section apply as of January 1, 1997. Thus,B is treated as buying shares of stock on Janu-
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ary 1, 1998. (Under paragraph (c)(1)(iv) of this secchange for stock in the association, anfincluding the liquidation of the associa-
tion, this election is treated as a change in classificgmmediately thereafter, the partnershipion) are treated as occurring immediately
tion so that the entity generally cannot change itg, iyates by distributing the stock of thebefore the close of December 31 and must
classification by election again during the sixty e . .
months succeeding the effective date of the ele@SSOCIation to its partners. be reported by the owners of the entity on
tion.) Under paragraph (g)(1) of this sectidnis (i) Association to partnershiplf an December 31. Thus, the last day of the as-
treated as contributing the assets and liabilities @ligible entity classified as an associatiosociation’s taxable year will be December
the entity to the newly formed association immedin|acts under paragraph (c)(1)(i) of thi81 and the first day of the partnership’s
ately before the close of December 31, 1997. Beso inn 1o he classified as a partnershipaxable year will be January 1.
cause A does not retain control of the association as L . . . . .
required by section 351, A's contribution will be atn€ following is deemed to occur: The as- (ii) Coordination with section 338
taxable event. Therefore, under section 1012, trfgOciation distributes all of its assets and lielection. A purchasing corporation that
association will take a fair market value basis in th@bilities to its shareholders in liquidationmakes a qualified stock purchase of an el-
assets contributed by, andA will have a fair mar-  of the association, and immediately therdgible entity taxed as a corporation may
ket value basis in the stock receivetiwill have o 40 1he shareholders contribute all of theake an election under section 338 re-
additional gain upon the sale of stockBpandB L] . . . . ..
will have a cost basis in the stock purchased tom distributed assets and liabilities to a newlgarding the acquisition if it satisfies the
Example 2.(i) On April 1, 1998,A andB, U.S. formed partnership. requirements for the election, and may
persons, formX, a foreign eligible entity. X is (iif) Association to disregarded entity.also make an election to change the clas-
treated as an association under the default provisiofgan eligible entity classified as an associsification of the target corporation. If a
of paragraph (b)(2)() of this section, aXdioes not 1 alacts under paragraph (c)(1)(i) ofaxpayer makes an election under section
make an election to be classified as a partnership. . : . . . . ..
subsequently purchases allB interest irX. this section to be disregarded as an enti888 regarding its acquisition of another
(i) Under paragraph (f)(1) of this sectioncon-  Separate from its owner, the following isentity taxable as a corporation and makes
tinues to be classified as an associatinhowever, deemed to occur: The association distritan election under paragraph (c) of this
can subsequently elect to be disregarded as an enfijyag al| of its assets and liabilities to itsection for the acquired corporation (ef-

separate from A. The sixty month limitation of para-_. T . . - . )
graph (©)(1)(iv) of this section does not prevént single owner in liquidation of the associafective at the earliest possible date as pro

from making an election becauXehas not made a 0N vided by paragraph (c)(1)(iii) of this sec-
prior election under paragraph (c)(1)()) of this sec- (iv) Disregarded entity to an associa-tion), the transactions under paragraph (g)
tion. tion. If an eligible entity that is disre- of this section are deemed to occur imme-
Example 3 () On April 1, 1998AandB, US.  garded as an entity separate from itdiately after the deemed asset purchase by
persons, formX, a foreign eligible entity. Xis o\ nar elects under paragraph (c)(1)(i) ofhe new target corporation under section
treated as an association under the default provisions, . . .
of paragraph (b)(2)(i) of this section, aXdioes not thiS Section to be classified as an associa3ss.
make an election to be classified as a partnershion, the following is deemed to occur: (iii) Application to successive elections
On January 1, 199% elects to be classified as aThe owner of the eligible entity con-in tiered situations When elections under
partnership effective on that date. Under the sixtyrihtes all of the assets and liabilities oparagraph (c)(1)(i) of this section for a se-
month limitation of paragraph (C)(1)(Iv) of this sec-y, o o ytiry 19 the association in exchangges of tiered entities are effective on the
tion, X cannot elect to be classified as an association . L. .
until January 1, 2004 (i.e., sixty months after the effO Stock of the association. same date, the eligible entities may spec-
fective date of the election to be classified as a part- (2) Effect of elective change§he tax ify the order of the elections on Form
nership). treatment of a change in the classificatioB832. If no order is specified for the elec-
(i) On June 1, 20003 purchases all Bs inter-  of an entity for federal tax purposes byions, any transactions that are deemed to
ﬁ)srfg;z('b:f;?;:siiggrzzazepgiz;?;E:gséicilgg election under paragraph (c)(1)(i) of thiooccur in this paragraph (g) as a result of
only one member. Under paragraph (f)(2) of this€Ction is determined under all relevarthe classification change will be treated as
section X is disregarded as an entity separate from Qrovisions of the Internal Revenue Codeccurring first for the highest tier entity’s
when A becomes the only memberXf X, how- and general principles of tax law, includ-classification change, then for the next
ever, is not treated as a new entity for purposes ghqg the step transaction doctrine. highest tier entity’s classification change,
Es(rt;gr;aoﬂ:h(lci)r;lit)gt‘i’gnog;hp'zrzzcrggﬂ' ( S(Sl;’l(i\rgs;li’hitze (3) Timing of electioa-(i) In general. and so forth down the chain of entities
section continues to apply ¥ andX cannot electto AN €lection under paragraph (c)(1)(i) ofuntil all the transactions under this para-
be classified as an association until January 1, 20dhis section that changes the classificatiograph (g) have occurred. For example,
(i.e., sixty months after January 1, 1999, the effecf an eligible entity for federal tax pur-Parent, a corporation, wholly owns all of
tive date of the election b to be classified as a poses js treated as occurring at the start tfe interest of an eligible entity classified
partnership). . the day for which the election is effectiveas an association (S1), which wholly
(5.) Effective date. This paragraph (f) Any transactions that are deemed to occwns another eligible entity classified as
applies as .Of No"embef 29, 199.9' . under this paragraph (g) as a result of @n association (S2), which wholly owns
(g) Elective changes in classmcatreﬁ change in classification are treated as oenother eligible entity classified as an as-
(1) Deemed treatment of el.ec.tlvecurring immediately before the close ofociation (S3). Elections under paragraph
chang(-_}—.(l) Par'.[nershlp. FO association the day before the election is effective(c)(1)(i) of this section are filed to classify
I an eligible entity classified as a partr]er- or example, if an election is made t®51, S2, and S3 each as disregarded as an
Sh'p elef:ts under parqgraph ©@) ° hange the classification of an entity fronentity separate from its owner effective on
t.h'S section to b_e classn‘led as an assoc!gh association to a partnership effective aime same day. If no order is specified for
tion, the following is deemed to OCCur'January 1, the deemed transactions spetiie elections, the following transactions

The partnership contributes all of its asz_ - - . : .
sets and liabilities to the association in exf_led in paragraph (g)(1)(ii) of this sectionare deemed to occur under this paragraph
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(g) as a result of the elections, with eacRev. Rul. 99-49 amount is increased by the inflation ad-
successive transaction occurring on the . _ justment for the years 1987-2000.
same day immediately after the preceding This revenue ruling publishes the

transaction: S1 is treated as liquidatingmount that § 7872(g) of the Interna
into Parent, then S2 is treated as liquidaRevenue Code permits a taxpayer to lend ~ REV. RUL. 99-49 TABLE 1
ing into Parent, and finally S3 is treated a9 a qualifying continuing care facility Limit under 7872(g)(2)
liquidating into Parent. without incurring imputed interest. The
(4) Effective date. This paragraph (g) @mount is adjusted for inflation for the Year Amount
applies to elections that are filed on oy€ars after 1986. Before 1987 $ 90,000
after November 29, 1999. Taxpayers may Section 7872 generally treats loans ;g7 $ 92 200
apply this paragraph (g) retroactively td€aring a below-market interest rate as if ;g $9 4,800
elections filed before November 29, 199¢hey bore interest at the market rate. 1989 $ 98.800
if all taxpayers affected by the deemed Section 7872(g)(1) provides that, in 1990 $103,500
transactions file consistently with thisgeneral, § 7872 does not apply for any 1991 $108,600
paragraph (g). calendar year to any below-market loan 1992 $114.100
(h) Effective date~(1) In general Ex- made by a lender to a qualified_ co_ntinuin; 1993 $117.500
cept as otherwise provided in this sectiorfare facility pursuant to a continuing care 1994 $121.100
the rules of this section are applicable g&ontract if the lender (or the lender’s 1995 $124,300
of January 1, 1997. spouse) attains age 65 before the close |of 1996 $127.800
the year. _ _ 1997 $131,300
S Section 7872(g)(2) provides that, in th 1998 $134.800
case of loans made after October 11, 1999 $137,000
Robert E. Wenzel, 1985, and before 1987, 8§ 7872(g)(1) ap- 2000 $139,700
Deputy Commissioner of plies only to the extent that the aggregalengte: These inflation adjustments
Internal Revenue. outstanding amount of any loan to which \\are computed using the All-Urban,
§ 7872(g) applies (determined without rer consumer Price Index 1982-1984
Approved November 2, 1999. gard to § 7872(g)(2)), when added to theyase  published by the Bureau pof
, aggregate outstanding amount of all other iati
Jonathan Talisman, previous loans between the lender (or t FLabor Statisties.

Assistant Secretary of jenger's spouse) and any qualified contin-
the Treasury. ying care facility to which § 7872(g)(1) EFFECT ON OTHER DOCUMENTS

. . _ applies, does not exceed $90,000. )
(Filed by the Office of the Federal Register on . . Rev. Rul. 98-59, 1998-52 I.R.B. 8, is
November 26, 1999, 8:45 a.m., and published in the Section 7872(g)(5) provides that, for

issue of the Federal Register for November 2d0ans made during any calendar year afté}‘lpplememed and superseded.
1999, 64 F.R. 66580) 1986 to which § 7872(g)(1) applies, the

$90,000 limit specified in § 7872(g)(2) iSDRAFTING INFORMATION
increased by an inflation adjustment. The

Section 7872.—Treatment of inflation adjustment for any calendar year . o

Loans with Below-Market is the percentage (if any) by which the The author of this revenue _rullng is

Interest Rates Consumer Price Index (CPI) for the preCourtney Shepardson of the Office of As-

ceding calendar year exceeds the CPI f&;stant Chief Counsel (Flnanuall Institu-

CPI adjustments for below-market calendar year 1985. Section 7872(g)(5j°"S and Products). For further informa-

loans for 2000 The amount that sectionstates that the CPI for any calendar year {oN regarding this revenue ruling, contact

7872(g) of the Code permits a taxpayer tthe average of the CPI as of the close OfiS- Shepardson on (202) 622-3930 (not a

lend to a qualified continuing care facilitythe 12-month period ending on Septembdp!-free call).

without incurring imputed interest is ad-30 of that calendar year.

justed for years 1987-2000. Rev. Rul. 98- Table 1 sets forth the amount speci-

59 supplemented and superseded. fied in § 7872(g)(2) of the Code. The
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Part lll. Administrative, Procedural, and Miscellaneous

Tables for Figuring Amount Exempt from Levy on Wages, Salary, and Other Income
Notice 99-56

1. Table for Figuring Amount Exempt from Levy on Wages, Salary, and Other Income (Forms 668-W,
668-W(c), & 668-W(c)(DO)) 2000

Publication 1494, shown below, provides tables which show the amount of an individual's income that is exempt from a notice of
levy used to collect delinquent tax in 2000.
(Amounts are for each pay period.)

Filing Status: Single
Number of Exemptions Claimed on Statement

Pay Period 1 2 3 4 5 6 More Than 6

Daily 27.69 38.46 49.23 60.00 70.77 81.54 16.92 plus 10.77|for
each exemption

Weekly 138.46 192.31 246.15 300.00 353.85 407.69 84.62 plus 53.85 for
each exemption

Biweekly 276.92 384.62 492.31 600.00 707.69 815.38 169.23 plus 107.69 for
each exemption

Semi-monthly 300.00 416.67 533.33 650.00 766.6/7 883.33183.33 plus 116.67 for
each exemption

Monthly 600.00 833.33 1066.67 1300.00 1533.38 1766.67 366.67 plus 233.38 for
each exemption

Filing Status: Unmarried Head of Household

Number of Exemptions Claimed on Statement

Pay Period 1 2 3 4 5 6 More Than 6

Daily 35.58 46.35 57.12 67.88 78.65 89.42 24.81 plus 10.77|for
each exemption

Weekly 177.88 231.73 285.58 339.42 393.27 447.12124.04 plus 53.85 fof
each exemption

Biweekly 355.77 463.46 571.15 678.85 786.54 894.23 248.08 plus 107.69 for
each exemption

Semi-monthly 385.42 502.08 618.75 735.42 852.08 968.75268.75 plus 116.67 for
each exemption

Monthly 770.83 1004.17 1237.50 1470.83 1704.1)7 1937.50 537.50 plus 233.33 for
each exemption
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Filing Status: Married Filing Joint (and Qualifying Widow(er)s)

Number of Exemptions Claimed on Statement

Pay Period 1 2 3 4 5 6 More Than 6

Daily 39.04 49.81 60.58 71.35 82.12 92.88 28.27 plus 10.77|for
each exemption

Weekly 195.19 249.04 302.88 356.73 410.58 464.42141.35 plus 53.85 fof
each exemption

Biweekly 390.38 498.08 605.77 713.46 821.15 928.85 282.69 plus 107.69 for
each exemption

Semi-monthly 422.92 539.58 656.25 772.92 889.58 1006.2306.25 plus 116.67 fof
each exemption

Monthly 845.83 1079.17 1312.50 1545.83 1779.1)7 2012.50 612.50 plus 233.83 for
each exemption

Filing Status: Married Filing Separate
Number of Exemptions Claimed on Statement

Pay Period 1 2 3 4 5 6 More Than 6

Daily 24.90 35.67 46.44 57.21 67.98 78.75 14.13 plus 10.77|for
each exemption

Weekly 124.52 178.37 232.21 286.06 339.90 393.75 70.67 plus 53.85 for
each exemption

Biweekly 249.04 356.73 464.42 572.12 679.81 787.50 141.35 plus 107.69 for
each exemption

Semi-monthly 269.79 386.46 503.13 619.79 736.46 853.13153.13 plus 116.67 fof
each exemption

Monthly 539.58 772.92 1006.25 1239.58 1472.9p 1706.25 306.25 plus 233.33 for
each exemption

2. Table for Figuring Additional Exempt Amount for Taxpayers at Least 65 Years Old and/or Blind

Additional Exempt Amount

Filing Status * Daily WKkKly Bi-WKkly Semi-Mo Monthly
Single or 1 4.23 21.15 42.31 45.83 91.67
Head of Household 2 8.46 42.31 84.62 91.67 183.33
Any Other 1 3.27 16.35 32.69 35.42 70.83
Filing Status 2 6.54 32.69 65.38 70.83 141.67
3 9.81 49.04 98.08 106.25 212.50
4 13.08 65.38 130.77 141.67 283.33

* ADDITIONAL STANDARD DEDUCTION claimed on Parts 3, 4, & 5 of levy.

Examples
These tables show the amount exempt from a levy on wages, salary, and other income. For example:

1. Asingle taxpayer who is paid weekly and claims three exemptions (including one for the taxpayer) has $246.15 exergpt from le
2. If the taxpayer in number 1 is over 65 and writes 1 in the ADDITIONAL STANDARD DEDUCTION space on Parts 3, 4
& 5 of the levy, $267.30 is exempt from this levy ($246.15 plus $21.15).
3. Ataxpayer who is married, files jointly, is paid bi-weekly, and claims two exemptions (including one for the taxpayer) h
$498.08 exempt from levy.
4. If the taxpayer in number 3 is over 65 and has a spouse who is blind, this taxpayer should write 2 in the ADDITION
STANDARD DEDUCTION space on Parts 3, 4, & 5 of the levy. Then, $563.46 is exempt from this levy ($498.08 plus $65.3

December 13, 1999

1999-50 |.R.B.

669



Part IV. Items of General Interest

Notice of Proposed Rulemaking nal Revenue Building, 1111 ConstitutionCode and general principles of tax law,
and Notice of Public Hearing Avenue, NW., Washington, DC. including the step transaction doctrine.

FOR FURTHER INFORMATION CON- Those final regulations are issued else-
Changes in Entity Classification:  TACT: Concerning the regulations, Markwhere in this issue of the Federal Regis-
Special Rule for Certain Foreign D. Harris, (202) 622-3860 (not a toll-freeter.

Eligible Entities number); concerning submissions and the As indicated in the preamble to the
hearing, LaNita VanDyke, (202) 622-check-the-box regulations, the IRS and
REG-110385-99 7180 (not a toll-free number). Treasury have been monitoring the man-

ner in which taxpayers have used the
check-the-box regulations since their en-
actment. The focus has been to determine

ing and notice of public hearing Background whether taxpayers use the regulations in a
) manner inconsistent with the application

SUMMARY: This document contains . . .
proposed regulations addressing certai This document proposes to.a.mend_ th6f any Code provisions, and, if so, what,
ngrent Procedure and Admlnlstratlonf any, action is appropriate_ The pream-

trzﬂégcct)ifot?;;hg(tafgcr:guc:rv;i:grn aac?]gidzei egulations (26 CFR Part 301) relating tge to the check-the-box regulations cited
P . - X g %e classification of entities for FEderathe use of partnerships as a primary con-
entity classification. The proposed regu:

. o . tax purposes. On December 18, 1996, t i
lations prevent, in limited circumstances purp Rrn. However, it has become apparent to

ot - IRS and the Treasury Department pubhe |RS and Treasury that taxpayers may
the use of changes In entity classificatiofighe final regulations (61 FR 66584) r€attempt to use entities that are disregarded

to alter a taxpayer's Federal tax COnseiélting to the classification of business oryg entities separate from their owners

gﬁae:ceeisn'Clgg?&;;g?ﬁ ;ef%lrjel;atr:oer}is,i_&mizaﬁons under section 7701. Thegisregarded entities), in addition to part-
0 y I © 'regulations (the check-the-box regulaperships, to achieve results, in relation to

ple entity that was originally classified a%ong replaced the increasingly formalisgertain transactions, that are inconsistent
an association Faxable a_S a corporatl entity classification rules with a sim-\yith the policies an,d rules of particular

(and, but for this regulation, would beper glective regime. The new rules Wergode sections or tax treaties. These regu-
cla§S|f|ed as an ent|.Iy d|sregard.ed as aﬁksigned to ease administrative burdensiions are intended to addre.ss inappropri-
ent||_té/ sep:jar_ate from_ltslpwnez W'." be Nor taxpayers and the government. TheYie Federal tax conseguences that would
vaiidated Ih certain imited ClrCUMm- yere not, however, intended to change &herwise result from certain of these

a%plication of substantive Internal Revy,

enue Code (Code) provisions.

AGENCY: Internal Revenue SerViceSuppIementary Information:
(IRS), Treasury. ’
ACTION: Notice of proposed rulemak-

notice of public hearing on these pro .ansactior-ls- under a number of interna-
posed regulations. tional provisions of the Code. These pro-

DATES: Written comments must be re- " (he preamble to the check-the-box;sions include the rules governing source

regulations, the IRS and Treasury €Xs¢ income under sections 861 through

ceived by February 28, 2000. Requests o
Speak (Wlth outlines of oral Comments) aE)ressed concern about pOtentIaI |mpr0p%‘65’ foreign tax credit limitation cate-

the public hearing scheduled for Januar\;//Ses of the check-the-box regulations Nories under section 904, the disposition

X olving partnerships: -
31, 2000, must be submitted by January 1, 1ant of the | fexibili of ownership interests under Subpart F
[n ight of the increased flexibiity under an {sections 951 through 964), and outbound

10, 2000. elective regime for the creation of organization . ) ;
ADDRESSES: Send submissions toclassified as partnerships, Treasury and the IRS wifansfers under section 367 (in this last
CC:DOM:CORP:R (REG-110385-99),continue to monitor carefully the uses of partnercase, leading to a different result than that

room 5228, Internal Revenue SerViCGShipS 'in the international context and will take appytlined in the example in the preamble to
Propriate action when partnerships are used

POB 7604, Ben Franklin Station, Wash! 'the section 367(a) regulations (63 FR

. - achieve results that are inconsistent with the poIiC|e§
ington, DC 20044. In the alternative, suband rules of particular Code provisions or of U.S 3550)).

missions may be hand delivered betweenx treaties. The IRS and Treasury considered sev-
the hours of 8 a.m. and 5 p.m. to: On October 28, 1997, the IRS ancral responses to these transactions and
CC:DOM:CORP:R (REG-110385-99), Treasury issued a notice of proposed rulgletermined that a special rule completely
Courier's Desk, Internal Revenue Servicenaking (62 FR 55768) under sectiorevoking the entity’s classification as a
1111 Constitution Avenue NW., Washing-7701. These regulations specify the taglisregarded entity was the most equitable
ton, DC. Alternatively, taxpayers mayconsequences resulting from an electioand administrable approach. Of the re-
submit comments electronically via theo change the Federal tax classification afponses considered, the IRS and Treasury
Internet by selecting the “Tax Regs” opan eligible entity (the conversion regulabelieve that this approach also gives the
tion of the IRS Home Page, or by submittions). The conversion regulations alsgreatest certainty to all parties involved in
ting comments directly to the IRS Interneprovide that the tax consequences of dhe transactions covered by this rule.

site at: http://www.irs.ustreas.gov/elective change in the classification of afxplanation of Provisions
prod/tax_regs/regslist.html. The publicentity for Federal tax purposes are deter- This special rule is limited in scope. It
hearing will be held in room 2615, Inter-mined under all relevant provisions of thenly applies to “extraordinary transac-
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tions” (such as sales of a part or whole ifTmonth limitation on elections understatus” could be terminated. See
terest) that occur within a period com$301.7701-3(c)(1)(iv). However, if that§301.7701-2(d)(3)(i). The IRS and Trea-
mencing one day before and ending 12lassification election undersury are concerned that taxpayers have
months after the date that a foreign eligi8301.7701-3(c) is invalid under this regubeen trafficking in these types of entities.
ble entity changed its classification to distation, then the election to be a disreAccordingly, these proposed regulations
regarded entity status, provided that thgarded entity shall not constitute an eleowvould add a new provision to
entity had been classified as an assocition for all Federal tax purposes,8301.7701-2(d)(3)(i) which terminates an
tion taxable as a corporation within théncluding the limitation on elections entity’s “grandfather status” when one or
12-month period prior to the extraordi-under 8301.7701-3(c)(1)(iv). more persons, who were not owners of
nary transaction. The rule also applies to These regulations do not prevent théhe entity as of November 29, 1999, be-
certain “shelf” entities that might be usedCcommissioner from applying all applica-come owners of 50 percent or more of the
in an attempt to circumvent the 12-montHble common law doctrines to any extraorinterests in the entity.
rule. In these cases, the entity would ngatinary transaction to which this rule ap-
be treated as a disregarded entity, and iplies, in any administrative or judicial R€levance
stead would be classified as an associgroceeding (and create no inference as t0The check-the-box regulations provide
tion taxable as a corporation for all purthe treatment of such transactions occufy gpecial rule when the Federal tax classi-
poses. The regulations provide rulesing prior to the effective date of thesgjcation of a foreign eligible entity is no
specifying from what date this classificaregulations). Conversely, the Commisjoger relevant. The rule states that if the
tion as an association taxable as a corpgioner may also provide administrative reg|assification of a foreign eligible entity
ration will be applicable. Examples oflief from these regulations by publisheqyhich was previously relevant for Federal
these provisions are included in the regiguidance. tax purposes ceases to be relevant for
lations. The IRS and Treasury will continue gy, consecutive months, the entity’s
This special rule will not apply to anmonitor potentially improper uses of theg|agsification will initially be determined
extraordinary transaction if a taxpayer essheck-the-box regulations involving partyhqer the default classification when the
tablishes to the satisfaction of the Comperships and disregarded entities, and Wiljyssification of the foreign eligible entity
missioner that the classification as a disréake appropriate action when such useg,ain hecomes relevant (hereinafter 60-
garded entity does not materially alter th@chieve results that are inconsistent With,nih ryle). Several practitioners have
Federal tax consequences of the extradhe policies and rules of particular Codggqested guidance on whether the act of
dinary transaction. provisions or of U.S. tax treaties. filing an entity classification election
The IRS and Treasury do not intend This special rule does not apply to th@eorm 8832, Entity Classification Elec-
that this regulation will invalidate an en-transactions described in the proposeghn) causes an entity to be relevant for
tity classification election in the absencéegulations on hybrid branch transaction§,rposes of the 60-month rule. Practi-
of a separate extraordinary transactiopublished in the Federal Register on Juljsners also have requested clarification
even though the deemed consequencesXsh, 1999 (64 FR 37727), issued pursuaptgarding whether a newly formed for-
such election under the conversion regi0 Notice 98-35 (1998-27 IRB 35).gjgn eligible entity, that has never been
lations may constitute an extraordinaryl hese proposed regulations apply only tRy|eyant, is subject to the 60-month rule.
transaction. In the preamble to the corflispositions of interests in disregarded en- 1,g5¢ proposed regulations provide
version regulations, however, the IRS an#ties in extraordinary transactions. that if a foreign eligible entity files an en-
Treasury requested comments on the ap-1he IRS and Treasury request comgyy ciassification election, it is considered
propriate tax consequences of an entitjents with respect to the special rule congjeyant on the effective date of the elec-
classification election made by a foreigrf@ined herein. In particular, the IRS angion for purposes of the 60-month rule.
eligible entity that is not relevant for Fed-Tréasury request comments on the Spgiovever, if the foreign eligible entity is
eral tax purposes (e.g., with respect to tHefic types of transactions which shouldyihenyise not relevant within the meaning
basis of property or earnings and profit§€ €xcluded from the application of they §301.7701-3(d)(1)(i), then for pur-
of the entity). No comments have beefiPecial rule. When this proposed regulgsoses of applying the 60-month rule the
received. The IRS and Treasury continuon is finalized, the IRS and Treasury ing ity will be considered to be not rele-
to study and solicit comments on this imt€nd to issue guidance that will identifyyant on the day after the date the entity
portant issue and are considering whethetPecific transactions that will be excluded|,ssification election was effective.
in certain circumstances, the electionffom the application of this special rule.  1he preamble to the conversion regula-
combined with another event whereby th%randfathered Foreign Per Se Entities tions stated that a foreign eligible entity

entity becomes relevant, should be con- that is not relevant has a Federal tax clas-
sidered to be inappropriate and, therefore, The check-the-box regulations allowedsification. The proposed regulations clar-
invalid under these regulations. for certain corporations underify that such an entity is subject to the 60-

If an entity made a classification elec§€301.7701-2(b)(8)(i) to be treated asnonth rule. However, the proposed
tion pursuant to 8301.7701-3(c) to be digpartnerships if certain conditions enumerregulations provide an exception for a for-
regarded, and that election was considited in §301.7701-2(d)(1) were satisfieceign eligible entity that was never rele-
ered a change in classification, that entitidiowever, upon the occurrence of certaimant (within the meaning of
would normally be subject to the 60-events, such an entity’s “grandfathere@301.7701-3(d)(1)) during its existence.
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Such entity’s classification will initially written comments and an outline of then or after the date final regulations are
be determined pursuant to the provision®pics to be discussed and the time to hmiblished in the Federal Register.
of 8301.7701-3(b)(2) when the entitydevoted to each topic by (preferably a Par. 3. Section 301.7701-3 is amended
first becomes relevant. signed original and eight (8) copies) Januas follows:
ary 10, 2000. However, comments notto 1. The text of paragraph (d)(1) follow-
be presented at the hearing must be suibg the paragraph heading is redesignated
Except as otherwise specified, theSgﬂtted by February.28, 2009. as pgragraph (d)(1)(i), and a paragr_aph
regulations are proposed to apply as of the A period of 10 minutes will be allotted heading is added for pg_ra_graph (d)(@)().
date final regulations are published in théo each person for maklng comment_s. 2. Paragraph (d)(l)(.u) is a}dded.
Federal Register. An agenda sh_owmg the scheduling of 3. Paragraph (d)(2) is revised.
the speakers will be prepared after the 4. Paragraphs (d)(3) and (d)(4) are
Special Analyses deadline for receiving outlines hasadded.
. _ _ passed. Copies of the agenda will be 5. Paragraph (h) is redesignated as
It has been determined that this noticgyajlable free of charge at the hearing. paragraph (i).

of proposed rulem_aking is qot a_signifi- ing Inf _ 6. Anew paragraph (h) is added.
cant regulatory action as defined in ExedPrafting Information The revision and addition reads as fol-

utive Order 12866. Therefore, a regulla- The principal author of these regulalows: - .
tory assessment is not required. It alsg & Sy n "B Harris, Office of Associ-  §301.7701-3  Classification of certain

has been determined that section 553(} " it coynsel (International). HowJusiness entities.
of the Administrative Procedure Act (5 * ok x % *
ever, other personnel from the IRS and

U.S.C. chapter 5) does not apply to the s - : . . -
regulations, and because these regulatiosgreasury Department participated in their (d) Special rules for foreign eligible en-

velopment. iti initi i
do not impose a collection of information P tities—(1) Definition of relevance-(i)

on small entities, the Regulatory Flexibil-Proposed Amendments to the Regulation%e'.f.]e'ral rulex >
! (i) Deemed relevanee(A) General

ity Act (5 U.S.C. chapter 6) does not ) ) . :
apply. Therefore, a Regulatory Flexibility Accordingly, 26 CFR part 301 is pro-fule. For purposes of this section, except

Analysis is not required. Pursuant to sed20sed to be amended as follows: as provided in paragraph (d)(1)(ii))(B) of

. . : this section, a foreign eligible entity that
flon 7808(7) of the Code. this NOTCE OTPART 301-PROCEDURE AND files Form 8832 (Entity Classification
proposed rulemaxing wilt b€ SUDMITEd I\pMINISTRATION Election) shall be deemed to be relevant
the Chief Counsel for Advocacy of the only on the date the entity classification
Small Business Administration for com- Par. 1. The authority citation for part Y y

its i i ' ; ““election is effective.
ment on its impact on small business. 301 continues to read in part as follows: (B) Exception.f a foreign eligible en-
Authority: 26 U.S.C. 7805 * * * puon. gn elig

Proposed Effective Date

Comments and Public Hearing Par. 2. Section 301.7701-2 is amendedy 'S rélevant within the meaning of
_ . paragraph (d)(1)(i) of this section, then
Before these proposed regulations aly: the rule in paragraph (d)(1)(ii)(A) of this

adopted as final regulations, considera- 1. Removing the language “or” at the

- ion shall n ly.
tion will be given to any written com- ©Nd of paragraph (A)(3)()(B). Se(C;)OEnstiti{:las tE;?\?v%?/e never relevait
ments (preferably a signed original and 2. Removing the period at the end 021 foreign eligible entity’s Federal tax clés-
eight (8) copies) that are submitted timel aragraph (d)(3)()(C) and adding *; 0" G ion has never been relevant (as de-
to the IRS. The IRS and Treasury requeg] |3ts ilggﬁ] aragraph (d)(3)(i)(D) fined in paragraph (d)(1) of this section),
comments on the c!arity of the proposgd 4: Addirgl]gpa sgentpence at the énd Otpen the entity_’s classification will ini-.
regulation and how it may be made easier tially be determined pursuant to the provi-

. h (e).
to understand. All comments will bepa':'?lgerzzdigiegns read as follows: sions of paragraph (b)(2) of this section

available for public inspection and Copy- ¢34 7701_5 Business entities; defini?/1eN the entity first becomes relevant (as
ing. defined in paragraph (d)(1)(i) of this sec-

A public hearing has been scheduleaons' o x % % tion).
for January 31, 2000, beginning at 10 @+ (3) Special rule when classification is
a.m., in room 2615_, Ir_1terna| Revenue (3) ++ no Ion'ger re;lgvant.lft.he.cIaSS|f|cat|0n of
Bwldmg, 1111 Constitution Avenue NW., \: s a foreign eligible entity is not relevant for
Washington, DC. Because of access re- (i) sixty consecutive months, the entity’s

strictions, visitors will not be admitted be- (D) The date any person or persongyassification will initially be determined
yond the Internal Revenue Building lobbyVh0 were not owners of the entity as ofjnger the default classification when the
more than 15 minutes before the hearinfjovember 29, 1999, own in the aggregatgiassification of the foreign eligible entity

starts. a 50 percent or greater interest in the efpcomes relevant. The date that the clas-
The rules of 26 CFR 601.601(a)(3)'Y- e sification of a foreign entity is not rele-
apply to the hearing. vant is the date an event occurs that

Persons that wish to present oral com- (e) Effective date* * * However, para- causes the classification to no longer be
ments at the hearing must submit timelgraph (d)(3)(i)(D) of this section appliesrelevant, or, if no event occurs in a tax-

December 13, 1999 672 1999-50 I.R.B.



able year that causes the classification tnencement of the extraordinary transageronths of the effective date of the entity classifica-
be relevant, then the date is the first datjon) in a transaction or series of relatedon €lection. _ o
f that taxable vear. transactions in which aain or loss is no (i) Result. The s_ale of FC1, an enyty that is dls_-
0 . y .. . 9 }egarded as an entity separate from its owner which
(4) Effective dateParagraphs (d)(1)(ii), recognized (for Federal tax purposes), iftas previously classified as an association taxable
(d)(2), and (d)(3) of this section apply onwhole or in part (acquisition transaction);as a corporation, is an extraordinary transaction, and

or after the date final regulations are pub- (B) After the acquisition transaction (orbecause it occurred within 12 months of the effec-

lished in the Federal Register. transactions), the acquired assets corf{!® date of the entity classification election, it is
5 % % % . th 80 percent of the value (ifjbject to the rule of paragraph (h)(1) of this section.
prise more than p valu nder paragraph (h)(1) of this section, the entity

(h) Special rule when foreign entitiesthe assets of the entity that is disregardeghssification election to treat FC1 as an entity that is
that are disregarded as entities separat@S an entity separate from its owner; anddisregarded as an entity separate from its owner is

from their owner are used in an extraordi- (C) Such entity is subsequently ianvaIti)cli, and FC1 remains cla.fssri]fied ﬁs;z associat:on
k ) : : . taxable as a corporation as if there had been no elec-
nary transactior—(1) General rule—(i) volved in an extraordinary transacnor{ion to be disregarded as an entity separate from its

When an eligible entity becomes disrewithin 12 months Of_the date on which th§ner. Therefore, P is taxed as if it sold the stock of
garded as an entity separate from it&cquisition transaction (or the last of Suchct, and not the assets of FC1.
owner. Notwithstanding any other provi- transactions) is completed. Example 2.(i) Facts. The facts are the same as

. . . . .. _ (i) Calculation of value of entitiessor Example 1except that an entity classification elec-
sion of this section, a foreign eligible en (i) ion is not made for FC1. P wishes to avoid the re-

tity classified as an entity that is disrePUrposes of calculating the ratio of assely; i, example 1and not be subject to paragraph

garded as an entity separate from jtdnder paragraph (h)(2)())(B) of this secn)() of this section. P had formed FC2 two years
owner, will instead be classified as an adlon, cash and marketable securities of asefore the date of the extraordinary transaction. At

sociation taxable as a corporation, if— €ntity shall not be included to the extenthat time, P had elected for FC2 to be treated as an
(3 A 10 percent o resier rest a1 G and martabe securies o 11 i o oy s o
the foreign eligible entity is sold, ex-ceed the reasonable needs of that entity;gyiies and has held no assets. P causes FCL to
changed, transferred or otherwise disPusiness. merge into FC2 (under foreign law), with FC2 sur-
posed of in one or more transactions (col- (iii) Period of reclassification.f para- viving, in a transaction in which gain or loss is not
lectively, extraordinary transactions) thagraph (h)(2)(i) of this section applies, théecognized for Federal tax purposes. On the same

. g . N . ay, P sells FC2 to an unrelated third party.
occur (or are treated as occurring) in thioreign eligible entity shall be treated aéj (i) Result. The sale of FC2 is an extraordinary

period commencing one day before an@n association taxable as a corporatiQfysaction. Furthermore, despite the fact that FC2
ending 12 months after the effective dat&om and including the date of the acquiwas formed two years before the date of the extraor-
of that foreign eligible entity’s change insition transaction, or, if the acquisitiondinary transaction, paragraph (h)(2) of this section

. . . . . transaction involves a series of relatefjeats FC2as an association taxable as a corporation.
classification to an. entity that is dlsrg fi the dat f the last of his is because more than 80 percent of FC2's post-
garded as an entity separate from it$ansactions, the date of the last of su erger assets were acquired from FC1. Thus, the

owner; and transactions. extraordinary transaction is subject to the rule of
(B) The foreign eligible entity was pre- (3) Exception. The rules in paragraphsparagraph (h)(2) of this section, and has the same re-

viously classified as an association taxth)(1) and (2) of this section will not sult asExample 1. _

able as a corporation at any time withipply to an extraordinary transaction if a (5) Effective date. This paragraph (h)

the 12-month period prior to the date ofaxpayer establishes to the satisfaction @Pplies on or after the date final regula-

the commencement of the extraordinarhe Commissioner that the classificatiofions are published in the Federal Regis-

transaction. as an entity that is disregarded as an entit§"-

(ii) Period of reclassification If para- separate from its owner does not materi- e
graph (h)(1)(i) of this section applies, theally alter the Federal tax consequences of Charles O. Rossotti,
foreign eligible entity shall be treated aghe extraordinary transaction. The Com- Commissioner of
an association taxable as a corporatiamissioner may also provide exceptions to Internal Revenue.

(and no intervening Federal tax classificaparagraphs (h)(1) and (2) of this section _ _
tion will be valid) from and including the by ~ published  guidance (see(l\l'zo'ilee(:nggrtgg i’gggeg?;;gem':e:séa'u';")ﬁsgrlztjeirncme
date that the foreign eligible entity cease8601.601(d)(2) of this chapter). issue of the Federal .Regi.st(.a’r for '?\lovember 29,
to be classified as an association taxable (4) Examples.The following examples 1999, 64 F.R. 66591)
as a corporation. illustrate the rules of this paragraph (h).

(2) Shelf entities—(i) Acquisition of as- These examples assume that all foreign
sets from another entityA foreign eligi- entities (FC) are eligible entities that argpeciaj Basis Rules for
ble entity, classified as an entity that islassified as associations taxable as cfransfer of Property by a
disregarded as an entity separate from iporations, and all U.S. entities (P) are CorPartnership to a
owner, will instead be classified as an agporations, unless otherwise specified .
sociation taxable as a corporation, if— The examples are as follows: Corporatlon

i Example 1. (i) Facts. P owns 100 percent of
mc()fg ;gf;g:lLeussr:ssgsesﬁtﬁieo; ?v:;f?iCOHr:Cl'_ P F[;Ians t(o) sell FC1. An entity crl)a.lssif.icatiorfa‘nnouncement 99-113
e L election under paragraph (c) of this section is mad
were classified as associations taxable f
J

: - T ?0% FC1 such that FC1 is now classified as an enti GENCY: Internal Revenue Service
corporations at any time within the 12+jsregarded as an entity separate from its owner (RJRS), Treasury.
month period prior to the date of the COmP sells FC1 to an unrelated third party within 122ACTION: Partial withdrawal of proposed
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regulations. exchanges. This issue is addressed in tNevember 26, 1999, 8:45 a.m., and published in the
SUMMARY: This document partially Proposed regulations published in thégs;; ngl chS Zggg;al Register for November 29,
withdraws certain proposed regulation§ederal Register on January 29, 1998 (63 %4 FF; )

relating to special basis adjustments und&R 4408), which contain general guid-
section 743. The withdrawal is in re-ance on basis adjustments under section
sponse to the pub”cation of Subsequeﬁ'ﬂ-?ﬁ. Therefore, this document WithdraW&nnouncement 99-114

proposed regulations (REG—209682—9431.743-2 of the proposed regulations

addressing the same subject matter. ~ published in the Federal Register on Oc- = =="~<. .
organizations that are recognized as tax

Publication 3386, relating to veterans’

FOR FURTHER INFORMATION CON- fober 28, 1997 (62 FR 55768). exempt under section 501(c) of the Inter-
TACT: Daniel Carmody at (202) 622-\yundrawal of Proposed Amendments to nal Revenue Code or that are considering
3080 (not a toll-free number). the Regulations applying for recognition of tax exemp-
SUPPLEMENTARY INFORMATION: tion, is now available.
Accordingly, under the authority of 26  pypjication 3386, Tax Guide for Veter-
Background U.S.C. 7805, proposed amendments t0 26, Organizations, provides general in-
CFR part 1 relating to 81.743-2 are withtormation regarding tax exemption under

On October 28, 1997, the IRS puby

lished in the Federal Register (62 FRawn. section 501(a) of the Code for unrelated

business income, contributions to veter-

55768) proposed regulations under sec- e ans’ organizations, recordkeeping, filin
tion 743 of the Internal Revenue Code org ’ eeping, 9
(the proposed regulations). Section Robert E. Wenzel, re(iu'rememz’téndpgrbol_Upt.ru“g%ZGb !
1.743-2 of the proposed regulations ad- Deputy Commissioner of . Ou may obtain Fublication y call-
dresses the effect of the special basis ad- Internal Revenue. "9 the IRS at 1-800-829-3676 or through
justment under section 743 for partner- the Internet at wwwiirs/gov/bus-info/eo.

ships that participate in section 35JFiled by the Office of the Federal Register on
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Definition of Terms

Revenue rulings and revenue procedurgdies to both A and B, the prior ruling isnew ruling does more than restate the
(hereinafter referred to as “rulings”) that modified because it corrects a publishedubstance of a prior ruling, a combination
have an effect on previous rulings use thgosition. (Compare wittamplifiedand of terms is used. For examplaodified
following defined terms to describe theclarified, above). and supersededlescribes a situation
effect: Obsoleteddescribes a previously pub-where the substance of a previously pub-
Amplified describes a situation wherelished ruling that is not considered detertished ruling is being changed in part and
no change is being made in a prior pubminative with respect to future transacis continued without change in part and it
lished position, but the prior position istions. This term is most commonly useds desired to restate the valid portion of
being extended to apply to a variation oin a ruling that lists previously publishedthe previously published ruling in a new
the fact situation set forth therein. Thustulings that are obsoleted because afiling that is self contained. In this case
if an earlier ruling held that a principlechanges in law or regulations. A rulingthe previously published ruling is first
applied to A, and the new ruling holdsmay also be obsoleted because the sutmodified and then, as modified, is super-
that the same principle also applies to Bstance has been included in regulatiorseded.
the earlier ruling is amplified. (Comparesubsequently adopted. Supplementeds used in situations in
with modified below). Revokedlescribes situations where thavhich a list, such as a list of the names of
Clarified is used in those instancegosition in the previously published rul-countries, is published in a ruling and
where the language in a prior ruling isng is not correct and the correct positiothat list is expanded by adding further
being made clear because the languagebeing stated in the new ruling. names in subsequent rulings. After the
has caused, or may cause, some confu-Supersededescribes a situation whereoriginal ruling has been supplemented
sion. It is not used where a position in éhe new ruling does nothing more tharseveral times, a new ruling may be pub-
prior ruling is being changed. restate the substance and situation oflshed that includes the list in the original
Distinguisheddescribes a situation previously published ruling (or rulings).ruling and the additions, and supersedes
where a ruling mentions a previouslyThus, the term is used to republish undell prior rulings in the series.
published ruling and points out an esserthe 1986 Code and regulations the same Suspendeds used in rare situations to
tial difference between them. position published under the 1939 Codshow that the previous published rulings
Modified is used where the substancand regulations. The term is also usedill not be applied pending some future
of a previously published position iswhen it is desired to republish in a singlaction such as the issuance of new or
being changed. Thus, if a prior rulingruling a series of situations, names, etcamended regulations, the outcome of
held that a principle applied to A but nothat were previously published over a pecases in litigation, or the outcome of a
to B, and the new ruling holds that it apfiod of time in separate rulings. If theService study.

E.O—Executive Order. PHC—Personal Holding Company.

AbbreV|at|0nS ER—Employer. PO—Possession of the U.S.

ThelfoIIow(ijng_ﬁlbbreviati‘ons in C'Ur|remblt‘jsr? ?jn_d f?{'ERISA—Emponee Retirement Income Security Act.PR—Partner.
merly used will appear in material published in the_, = PRS_Partnership.

Bulletin.

B F—Fiduciary. PTE—Prohibited Transaction Exemption.
A_Ind'V'duél' FC—Foreign Country. Pub. L—Public Law.
gflifc.gwelscence. FICA—Federal Insurance Contribution Act. REIT—Real Estate Investment Trust.

BE nBIVI ;J_a_' FISC—Foreign International Sales Company. Rev. Proc—Revenue Procedure.
BK_BenE iciary. FPH—Foreign Personal Holding Company. Rev. Ruk—Revenue Ruling.
—Bank. . -
F.R—Federal Register. S—Subsidiary.
B.T.A—Board of Tax Appeals.
C —individual FUTA—Federal Unemployment Tax Act. S.P.R—Statements of Procedral Rules.

C.B—Cumulative Bulletin.
CFR—Code of Federal Regulations.
Cl—City.

COOPR—Cooperative.

Ct.D—Court Decision.

CY—County.

D—Decedent.

DC—Dummy Corporation.
DE—Donee.

Del. Order—Delegation Order.

DISG—Domestic International Sales Corporation.

DR—Donor.
E—Estate.
EE—Employee.
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FX—Foreign Corporation.

G.C.M—Chief Counsel’s Memorandum.

GE—Grantee.

GP—General Partner.
GR—Grantor.
IC—Insurance Company.
|.R.B—Internal Revenue Bulletin.
LE—Lessee.

LP—Limited Partner.
LR—Lessor.

M—Minor.
Nonacg—Nonacquiescence.
O—Organization.

P—Parent Corporation.

Stat—Statutes at Large.
T—Target Corporation.
T.C—Tax Court.
T.D—Treasury Decision.
TFE—Transferee.
TFR—Transferor.
T.I.R—Technical Information Release.
TP—Taxpayer.

TR—Trust.

TT—Trustee.

U.S.C—United States Code.
X—Corporation.
Y—Corporation.
Z—Corporation.
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